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ECONOMIC CONDITIONS IN CANADA IN 1931-2 

The available statistics on the external trade of Canada point 
directly to the outstanding effects of the depression. 

- External Trade, 


(Millions of dollars.) 



1 

Total 

Imports. 

1 

Total 

Exports. 

Excess of 
Exports. 

Percentage 
of Exports 
to Imports. 

1928 

1,109 

1,251 

+ 142 

112-8 

1929 

1,265 

1,389 

+ 123 

109-7 

1930 

1,248 

1,145 

- 103 ' 

91-7 

1931 1 . . . 

686 

664 




The decline in exports and the appearance of an unfavourable 
balance in 1930 are significant facts. The character of the trade 
and the chief countries concerned are shown in the following 
table : 

Export Trade, 


(Millions of dollars.) 




1928. 


1929. 


1930. 

1931.* 


U.K, 

U.S, 

Total. 

U.K. 

U.S. 

Total. 

U.K. 

U.S. 

Total. 

1 Total. 

Veuetable Pro- 
ducts . 

310 

66 

556 

325 

59 


13/ 

49 

385 

1 188 

Animal Pro- 
ducts . 

49 

92 

166 

48 

85 

159 

41 

67 

133 

66 

Wood and 

Wood Pro- 
ducts . 

17 

239 

286 

22 

236 

289 

21 

233 

290 

170 

Non-ferrous 

Metals 

16 

44 

91 

16 

63 

113 

15 

102 

lfi4 j 

67 

Total Exports 

412 

478 

1,228* 

430 

600 

1,364 

282 

615 


653 


^ Eleven montlis. Canada Yearbook, 1931, and Monthly Remew of Busineea 
iStottafica. December 1031, Unless otherwise stated, statistics in this article are 
from the above souroes. 

• Excluding exports of foreign produce. 
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The weakness of the trade situation is shown in the decline of 
exports of vegetable products, in other words — wheat, ^ as shown 
in values and volume in the following ^ble : 


Total exports of wheat and wheat flour. 

(Millions.) 



Wheat. 

Bus. 

Dollars. 

1928 

267 

352 

1929 

370 , 

429 

1930 

177 

216 

J931» 

173 

*- 


Flour. 

Total Value. 
Dollars. 

Barrels. 

Dollars. 

9 

60 

412 

11 

65 

494 

8 

45 

261 

5 

— 

— 


* Kleveii months. 


The price of wheat iu Canada declined from a yearly average 
for No. 1 Northern of 14G cents in 1927-8 to 124 cents in 1928-9, 
and from 160 cents in July 1929 to 95 cents in July 1990 and 53 
cents in September 1931. It moved slightly upward to 67 cents 
in November. 

It is difficult to over-estimate the importance of wheat to 
Canadian industrial dcveloj)ment and to ('anada’s pre.sent 
problems. The economic and political structure of Canada have 
been built up in relation to the production and c.\poi-t .of wheat. 
Investments in canals on the St. Lawrence in the ’forties and in 
railroads in the 'fifties were designed to attract the wheal trade of 
the western states. Failure to attract this trade was aecoini)anicd 
by tho expansion of wheat production, (>sjjccially in Ontario, 
which was followed in turn by the con.struction of tho Canadian’ 
Pacific Railway and the expansion of wheat production in Western 
Canada. Ihe deepening of the St. Lawrence ship channel, of 
the St. Lawrence canals, and of the Welland and tho Sault canals, 
the development of ports and of elevators, and tho construclSon 
of through lines and branch lines were carried out in relation to 


Exports to United Kingdom, 
(Millions.) 



j Wheat. 1 

Wheat Flour. 

Total Value. 
Dollars. 


Bus. 

Value. 

Dollarfi. 

Barrels. 

Value. 

Dollars. 

1928 

1929 

1930 

189 

230 1 

113 

245 

260 

140 

3 1 
2 

20 

17 

14 

^ 265 

283 

104 
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wheat. Moreover, the expansion of industry in Eastern Canada, 
and the consequent revolution of eastern agriculture was largely 
a result of the opening of Jh© West, especially after 1900. The 
development of the lumber industry in British Columbia and the 
development of coal-mining and the iron and steel industry in 
the maritimes were stimulated by the marked increase in the 
production of wheat. 

The rapidity of Western expansion which characterised the 
period from 1900 to 1914 declined after the war, and industries 
engaged in meeting the demands for permanent capital equip- 
ment, such as railroads, declined in relative importance with 
relation to the west and were forced to find new markets as in the 
case of the British Columbia lumber industry, or to become 
involved in financial difficulties as in the case of the iron and steel 
industry. Industries engaged in the production of consumers’ 
goods and of less permanent forms of capital equipment, such as 
agricultural implements, have reached a state of relative stability 
or have found possibilities of continued expansion in new markets. 
On the whole, wheat has continued in the war and the post-war 
periods as the raison d'etre of enormous investments of capital 
in Canadian transport, industry, and agriculture, and fluctuations 
in the volume and Yahi© of wheat produced in Western Canada 
have been registered directly and indirectly in the economic 
conditions of other parts of Canada. Its influence has been 
tempered by the growth of mining and of inilj^ and pai)er industries, 
but it remains of basic importance. 

A decline in the volume of production and in value of wheat 
has far-reaching ramifications. The effects on returns on the 
enormous investments of capital vary as usual with the policy of 
the organisations concerned, with their opportunities, and with 
the skill of management, but in the opening of the West, various 
incalculable and unpredictable factors have been in evidence. 
Canada emerged as an industrial coimtry at a comparatively 
late date, and consequently was able to borrow the mature 
technique of other countries and apply it to virgin natural re- 
sources. Her development was therefoi'e rapid. Her political 
boundaries had been hammered out in relation to the fim trade, 
and it was necessary to adapt the consequent geographic unit in 
the northern half of North America to the production of wheat. 
The importance of cheap water transportation on the St. Lawrence 
system, the heavy investment of capital on the part of the Govern- 
ment in the improvement of the system, the enormity of the task 
of bridging a continent and the necessity of accomplishing its 
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completion in a short period of time were factors requiring 
substantial Government encouragement and support.^ 

The character of Government support to the improvement of 
navigation and transportation varied. Improvement of the St. 
Lawrence system was undertaken as a direct Government work 
in the case of canals and the Intercolonial railway, and in the form 
of subsidies and loans in the case of the Grand Trunk and other 
railways. A cash subsidy, land grant, and numerous minor items 
of assistance were used in the construction of the Canadian 
Pacific Railway. Returns on the investments of the Government 
were obtained through the tariff. A. T. Galt, Minister of Finance, 
stated in 1862 that “ the Government has increased the duties 
for the purpose of enabling them to meet the interest on the public 
works necessary to reduce all the various charges upon the imports 
and exports of the country — all these improvements have been 
undertaken with the twofold object of diminishing tlie cost to 
the consumer of what he imports and of increasing the net result 
of the labour of the country when finally realised in Great Britain. *’2 
With raw material such as wheat sold on the world market the 
tariff was devised as a clumsy but effective weapon to secure 
returns to meet the interest on capital investment. The clement 
of protection was developed in tariffs following the abrogation 
of the reciprocity treaty in 1866, and especially in the national 
policy of 1878.® The railroads were assisted by the development 
of industry and traffic under protection, and interest was paid 
from revenues obtained from duties on goods imported in spite 
of protective measures. 

The problems involved in this method of receiving returns 
became evident in the sudden and unpredictable expansion of 
the West after 1900 which followed the completion of the Canadian 
Pacific Railway and the deepening of tJie St. Lawrence water- 
ways. The tariff became successful to the point of embarrass- 
ment. The marked increase in revenue, the complaints in the 
West against monopoly,^ the profits of the Canadian Pacific 
Railway and the incentive to other lines, the Grand Trunk in the 

^ These points have been developed elsewhere : see Fur Trade in Canada 
(Sew Haven, 1930), pp. 386-408; ** Industrialism and Settlement ui Western 
Canada,” Report of the International Geographical Congreea, Cambridge t July 1928, 
l)p. 369-76; “Transportation as a Factor in Canadian Economic History,*’ 
Papers and Proceedings of the Canadian Political 6'ctence Association, Vol. HI. 
pp. 166^-84 ; A History of the Cana/lian Pacific Railway (London, 1923). 

* Sessional paper No. 23, Legislative Assembly of the Province of Canada, 
1862. 

■ See S. J, McLean, Tariff History of Canada (Toronto, 1896). 

* “ The Jubilee of the C.P.R.,” Dalhcrusie Review, Jjmuary 1931, pp. 460-66. 
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East and the Canadian Northern, to build competing transcon- 
tinental lines, led to the construction of the National Trans- 
continental line from Quebec to Winnipeg and its ^extension in 
the Grand Trunk Pacific to Prince Rupert in the West and 
Moncton in the East, and of the Canadian Northern from Van- 
couver to Montreal. These costly and marginal lines became 
involved in difficulties with the opening of the war and were 
forced through bankruptcy into the hands of the Government.^ 
Government assistance which through the disappearance of free 
land took the shape of direct contributions in the National Trans- 
continental and tljp guarantee of Government bonds in the case 
of the Canadian Northern led to Government ownership. 

The post-war jKjriod has been characterised by attempts 
under Government ownership to merge various railway systems 
into the Canadian National Railways. Heavy investments of 
capital have been made in rolling stock, betterments, branch 
lines, directly concerned with Western traffic, and in hotels and 
steamships designed largely to round out the system and to 
reduce heavy overhead charges. The Government has been 
concerned with improvement of the St. Lawrence w'aterways, the 
enlargement of ports, the building of the Hudson Bay railway 
and in other developments requiring heavy capital outlays. 
Tlie Canadian Pacific Railway has expanded the system to main- 
tain and improve its position in the face of Canadian National 
competition. Expenditures on transport and navigation are 
indicated in the following table ; 

Total expenditure on canals, including capital and after deduct- 
ing income 273,257,959 

Total capital liability of steam railways : 

Stocks $1,426,680,988 

Funded debt ..... 2,539,676,366 

3,966,357,355 

Total rail and canal $4,239,615,314 

The importance of the two large systems is shown as follows : 

Capital Liability, 1929. 

Canadian National Railway, 21,563 miles . . . * $2,708*714,992 

Canadian Pacific Railway, 14,812 miles ..... 882,890,417 

Total $3,591,605,409 

^ Ooverninent Ownership in Canada, Moderne organisations formen^der 
offentlichen untemelimung, Part III, SchriJUn des hereinsjur SozialpoliHk, 1931, 
pp. 241-79. 

* Millions of dollars. 

Total long-term debt, 1930, to the Public . . 1,169 (1931 ; 1,282) 

„ „ „ „ to the Government . 1,330 


Total . 


2,499 
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Tho effects of the decline in wheat production and exports on 
this huge capital outlay may be suggested. The more con- 
servatively «oapitalisod, earlier built and more strategically 
located line maintained a dividend rate of 10 per cent, on common 
stock from 1912 to 1930 and was forced to lower the rate to 5 per 
cent, in 1931. 

The mar gi nal , less elastic, ^ Canadian National system warrants 
a more detailed analysis. Dependence of its finances on Govern- 
ment support renders its position crucial to an understanding 
ot the problems of the Government and of Canada. The results 
of its operation since 1926 were as follows : ^anadian National 
Railways.® 

The sharp decline in wheat ® production and export is suggested 
strikingly in the increased deficit. In some sense the deficit 
assumed by the Government might bo regarded as a continuation 
of the principle by which the tariff was invoked to support trans- 
portation and navigation. 

The railroad rate structure, in spite of various attempts to 
ease its weight on Western Canada, tends to rest more heavily 
on that area ® chiefly because of potential water comi)otition in 
the East. The tariff had in part tho effect of increasing west- 
bound traffic in manufactured goods and in that way reducing 


^ For example, in the position of labour the president stated in his 1929-30 
report, “It was considered unwise and indeed ojiposed to national interests to 
embark upon a wholesale policy which would throw many hundreds of wa^(e- 
eariiers out of employment, with attendant economic disadvantages.’* ^ee a 
comparison witli the CJ.P.R. as to the inelasticity of maintenance, I’Ac Kcoiwmist, 
Xovember 28 and December 12, 1931. 


Canwla Yearbook, 1931, p. 072. 



Gross 

operating 

Kevenue. 

Net 

operating 

Itovenue. 

Inl crest on 
l’’unded 
Dobl. 

Deficit. 

1925 

245 

32 

72 

42 

1926 . . , . 

! 266 

46 

71 

30 

1927 

1 275 , 

42 

73 

37 

1928 , , . 

! 305 

55 

74 

30 

1929 ^ . 

291 

42 

77 

40 

1930 . . . ; 

1 

250 

22 

S3 

68 


* The president BtaU;d in his 1929-30 report, “ There was a dccrcascf in gross 
revenue of $10,752,948 (6 per cent.) almost entirely due to the reduced crop in 
the prairie provinces and to marketing conditions as a result of which a large 
proportion of the grain is still held in this country unsold. The deerense in 
revenue from grain shipments alone amounted to $15,509,311 and the non- 
operation of harvester excursions decreased passenger revenue by $1,250,000.” 

* See D. A. MacGibbon, Railway Rates and the Canwlian Railway Commission 
(Boston, 1917). 
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the burden of the railways and in part the effect of provtding 
the revenue by which the deficits on the railways cj)uld be met. 

In combination with Government ownership the t^iff served as 
an effective weapon by which the returns accruing from the 
application of mature industrial technique to virgin natural 
resources were retained by Canada. 

The effectiveness of this principle begins to show signs of 
serious weal^ess. Wheat production in Canada if it has not 
already reached its limit has approached very close to it.^ The 
cream has been skimmed off. The marked increase in immigra- 
tion and in the importation of capital which characterised the 
period from 1900 lo 1914 and to a less extent the period of the 
war has shown decided signs of falling off. The effects are 
cumulative. Falling off in the imports of capital leads directly 
to a decline in customs receipts and to a decline in railway revenue 
which benefited extensively from capital importations. Railway 
deficits increase along with the decline of important measures of 
paying for those deficits. The possibility of lessening the burden 
of the railway rates in the West disappears, and with it the 
difficulty of competing with the newly-opened wheat-producing 
areas of the world increases. The tariff, especially with the teeth 
inserted in the application of anti-dumping clauses and orders in 
council, becomes a means of protecting the Canadian manu- 
facturer without compensation in traffic or revenue, and 
assists in holding up prices as a further burden to Western 
agriculture.*'* These long-run factors have been obscured by the 
more obvious character of short-run factors. 

A large portion of th(j Central wheat-producing area in the 
prairie regions, notably southern Saskatchewan, has been subject 
to severe di’ought, witli tJio result tliat extensive relief measures 
have been necessary during this present winter. How far the 
soil drifting so conspicuous in 1931 may become a permanent 
feature of Western agriculture is as yet difficult to determine. 
The demands for relief have been extensive and imgeht, and 
territory which formerly contributed largely to traffic ^d rail- 
way earnings and to revenue from the tariff, has become to some 
extent a negative area making drains on the federal and provincial 

1 On this whole point sec \V. W. Swanson and P. C. Armstrong, Wieat 
(Toronto, 1030), Chap. XVII, also W. A. Carrothers, Emigration from the British^ 
Isles (London, 1929), Chap. XVI. 

* J. K. Lattimcr, “ Economic Aspects of the Agricultural Problem,” Pro- 
eeedings of the Canadian Political Science Association^ Vol. Ill, pp. 134-44. On 
the problem of the relatively slow decline of retail prices see recent numbers of 
the Canadian Economic Service. 
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goveniments and on the railroads for relief. The wheat crop 
for 1931 has been estimated at 271 million bushels.^ 

The effect short run factors on Eastern 

Canada have been direct but complicated with other develop- 
ments. The demand for Eastern manufactured products such as 
agricultural implements has been seriously affected, and the 
returns on Eastern investments in Western Canada, such as on 
mortgages, have fallen off materially. The post-war period was 
characterised, however, by rapid expansion of other important 
industries and by the importation of capital on a large scale in 
pulp and paper, mining, hydro-electric power and the tourist 
trade. The development of the automobile ^ was followed by a 
marked increase in road construction and in fixed charges. The 
provinces have spent $326,658,798 on highways, or about one- 
third of the provincial debt. A total of &32, 600,000 on main- 
tenance and $19,300,000 on interest and sinking fund was spent 
by the provinces on highways in 1929-30, this item quadrupling 
in a decade.^ Interest on these heavy capital investments has 
been met in part by taxes on motor vehicles of about equal 
amounts from licences and gasolene (a total of $36,217,733 in 
1929). In addition, revenue from the liquor traffic totalled 
$27,599,687. The relationship of these taxes to the tourist trade 
is difficult to determine accurately, but the decline of the latter 
has been generally noted. The statistics of 1930 and 1931 are 


Total Yield of Wlieut. 



Million bushels. 

1923 

474 

1924 

262 

1925 

395 

1926 

407 

1927 

480 

1928 

667 

1929 

305 

1930 

398 

1931 

271 


See T. W. Grindley, “ Canada’s Foreign Trade in Agricultural Products, " 
Proceedinga oj the Canadian Political Science Aaaocialion, Vol. JII. pp, 123-34. 

Motor Vehicles. 



Total. 

Ontario. 

1920 

407,064 

177,804 

1930 

1,239,889 

564,669 


Trucks, 1930. 


Total 


165,682 

Ontario 


67,084 


See F. W. Chalmers, Financial Posl^ January 9. Per capita expenditure 
on roads and bridges by the provinces increased from 68 cents in 1916 to |1 
17 cents in 1921 and to $2 in 1926. 
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Estimated Expenditure of Tourists in Ca'nada, 




1925 . 





. 187 

1926 . 





. 196 

1927 . 





. 230 

1928 . 





. 267 

1929 . 





. 308 

1930 . 





. 280 

1931 . 





. 260 


possibly over-estimates and the decline suggests, as in the case 
of wheat, a decrease of capital imports for the construction of 
roads and hotels, and consequently a cessation of traffic and 
industry concerned with these i)ormanent developments, and an 
immediate decline in the tourist trade with a consequent increase 
in the burden of fixed charges. The problem is accentuated by 
the continual increase in capital outlays as part of relief pro- 
grammes — an increase in fixed charges with little immediate 
prospect of increase in traffic. The railroads have suffered directly 
in the returns on heavy hotel investments and indirectly in the 
serious competition from trucks for the remunerative traffic of 
more densely populated areas. Municipalities have, along with 
the provinces, become involved in heavy outlays for highways 
and with similar results. 


Like the tourist trade, the pulp and paper industry is closely 
linked to the swings of business conditions in the United States. 
But whereas the tourist trade has been greatly influenced by the 
rise of the automobile, the pulp and paper industry has been 
influenced by the marked increase in advertising and the general 
rise of the marketing problem. The exhaustion of raw materials 
in the United States, the ai>plication of mature technique to 
virgin natural resources in terms of spruce and water power, and 
the adoption of measures prohibiting the export of pulpwood on 
Crown lands, were factors contributing to a marked expansion 
of the industry in the war and the post-war period. Production 
of newsprint increased as follows : 

000 tons. 


1021 

1922 

1923 

1924 

1925 
1920 

1927 

1928 

1929 

1930 

1931 


805 

1,081 

1,252 

1,388 

1,637 

1,889 

2,083 

2,414 

2,726 

2,450 

2,260 (est.) 


Reduction in output has been accompanied by a reduction in 
prices from 66 to 60 on May 1, 1931, and to 46 in January 1932. 
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In 1929 it was estimated that the capital invested totalled 645 
millions (353 millions Quebec, 297 millions Ontario). The reduction 
in output and price has accentuated the problems of over-expansion 
and led to increasing concentration in the more efficient lower cost 
mills. The financial difficulties of organisations controlling 
marginal mills — for example, the reorganisation of Canada Pow#r 
and Paper, and the reduction of capitalisation from nearly 
millions to 51 millions — ^will tend to restrict further expansion^ 
Moreover, the exhaustion of the more accessible resources ^ 
supports the conclusion that marked expansion and importation 
of capital which characterised the last decade will decline to a 
marked extent. As in the case of wheat, revenue from customs 
will accordingly decline as well as the traffic and industry which 
accompany the installation of new mills. 

The expansion of hydro-electric power has accompanied the 
growth of the pulp and paper industry and has stimulated 
industry generally.^ 



Total Turbine Horse- 
power Installed 
(thousand h.p.). 

Million Kilowatt Hours 
Oeneratod by Central 
Electric Stations.' 

1921 . 

2,764 

6,614 

1922 . 

3,008 

6,741 

1923 . 

3,192 

8,099 

1924 . 

3,501 

9,315 

1926 . 

4,338 

10,110 

1926 . 

4,549 

12,093 

1927 . ■ . 

4,799 

14,549 

1928 . 

6,349 

16,337 

1929 . 

6,727 

17,962 (4,993 Ontario Hydro- 

1930 . 

6,125 (Ontario 2,088, | 

17,560 Electric Commission) 

1931 * . 

— Quebec 2,718) j 

j 14,642 


^ Including fuel stations, which produced in 1929 1-5 per cent, of total output. 
* Eleven mouths. 


The capital invested in central electric stations increased 
from 485 millions in 1921 to 1,056 in 1929 (314 millions Ontario 
Hydro-Electric). The rapid expansion in the production of hydro- 
electric power involved heavy imports of capital and intense 
activity on the part of the construction industries engaged in 
installation of plants. Demands for labour, materials and 
services decline precipitately with the completion of construction 
operations. In turn the heavy fixed charges involved in enormous 

^ See Report oj the Royal Commission on^ulpwood (Ottawa, 1924). 

* Of total installatioQ ia 1930, 679,826 h.p. installation was supplied directly 
by jjulp and paper mills, 330,860 h.p. by otlicr industries and 6,214,336 by 
central electric stations. In 1928 pulp and paper mill motors had a rated capacity 

869,017 h.p. ^ 





1982] ECONOMIC CONDITIONS IN CANADA IN 1931-2 


11 


initial capital inveatments, especially with large proportiQjns 
under Government control, and which are generally carried by^ 
long-term contracts, prevent substantial reductions to industry. 

The mineral industries were closely related to the develop- 
ment of hydro-electric power and expanded rapidly. Production 
ll^qreased as follows : 

' T * (Millions of dollars.) 



Total 

Mineral. 

i 

Metallic 

Mineral. 

Copper. 

Nickel. 

Gold. 

Coal. 

J022 . 

184 

60 

6 

6 

26 

66 

1923 . 

214 

69 

13 

18 

25 

72 

192^ . 

210 

87 

14 

12 

32 

54 

1925 . 

227 

106 

16 

16 

36 

49 

1926 . 

240 

116 

17 

14 

36 

60 

1927 . 

247 

121 

17 

15 

38 

62 

1928 . 

280 

141 

29 

22 

39 

64 

1929 . 

311 

163 (Ont. 84, 
13.C. 53) 

43 

27 

40 

63 

1930 . 

279 


38 (Ont. 15. 
Quc. 10, 
B.C. 22) 

24 (Ont.) 

44 (Ont. 35) 

53 

1 


The industrial metals declined in value partly as a result of a 
fall in price and an increase in production, and partly as a result 
of a decline in production. These metals were affected primarily 
by the demands of the United States. Gold profited materially 
by the decline of wholesale prices and the weakening of exchange. 
The total capital employed in the mining industry increased from 
032 millions in 1924 to 867 millions in 1929 (427 millions in the 
metallic industries). The continued expansion of mining with 
the marked improvement of prosixjcting methods may bo expected, 
but with such uncertain regularity as to make prediction 
impossible. Mining development and production involved the 
import of capital and the growth of industry and traffic. More- 
over, it has been important in reducing the overhead costs of the 
railways on long stretches of line designed for the handling of 
wheat but running through otherwise unremunerative territory. 
In-bound traffic for the mining industry offset to a certain extent 
the heavy overhead costs involved in handling out-bound traffic 
from Western agriculture. 

The fishing industry in the Maritimes and in British Columbia 
has felt the effects of the depression from the standpoint of both 
the domestic and the world markets. The lumber industry of 
British Columbia and of the other provinces, as in the case of all 
industries producing construction mater^I, has been particularly 
subject to depression. 
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In conclusion, it would appear that the long-run expansion 
jof agriculture has tended to diminish materially and that this 
tendency has been accentuated by the short-run factors of small 
crops and low prices. The tourist trade has been subject to 
marked expansion in the post-war decade, but further expansion 
in permanent equipment, such as roads and hotels, will 
much less in evidence, and during the depression the trade has 
suffered a decline. The pulp and paper industry similarly waa 
subject to rapid expansion and its rate of expansion may be 
expected to take a decided drop. Hydro-electric power has had 
a rapid growth and has received a temporary check, hut along 
with mining will probably expand, though much less rapidly. 
Mining and hydro-electric power, as is suggested by Beauhaniois, 
still continue to offer free gifts, though probably of a much smaller 
value. Heavy capital investments involved in the initiation of 
new developments cannot be expected to continue. 

The short-run effects ot the depression have been obvious. 
Unemployment ^ in Canada has increased from about 300,000 in 
1930 to about 500,000 in 1931, or over 20 j)cr cent, of the workers 
(August registration 1931, 397,000 + 130,000 farmers). As 
relief measures the Dominion Government spent from October 
1930 to August 1931 over $2,000,000 direct relief, and under the 
Unemployment Relief Act of 1930, along with the provinces, muni- 
cipalities and railroads, about $70,000,000 on relief works, of which 
perhaps half was distributed as wages. The problem of relief 
becomes serious in view of the difficult financial position of the 
provinces and municipalities. The bonded indebtedness of the 
provinces increased from 644 millions in 1923 to 820 millions in 
1929 and was divided in the latter year as follows : 




Millions. 

P.E.I. . 


2 

N.S. . 


. 60 

N.B. . 


. 40 

Que. 


.80 

Ont. 


. 351 (Ontario Hydro-electric and Temiskaming and 

Man. 


. 77 Northern Ontario Railway) 

Sask. 


. 68 

Alberta 


■ 92 .. 

B.C. . 


. 77 

^ The number of families on direct relief in Toronto increased from 3,470 in 

1928-29 to 4,622 in 

1929-30 and 11,040 in 1930-31, tho latter year involving 


an expenditure of $719,000. In 1930-31 it was estimated that 40,000 people 
(20,000 adults and 20,000 children) were on ^relief at some one time. Other 
centres such as Winnipeg were much less favourably situated. East Windsor, 
an automobile town and an extreme case, had over 1,100 families on relief in 
November 1931 in a population of 14,241. For those details I have had the 
advantage of seeing a manuscript : H. M. Cassidy, Unemployment and Unemploy* 
ment Relief in Ontario, 1929-31. 



1932] ECONOMIC CONDITIONS IN CANADA IN 1931-2 


13 


All of the provinces with the exception of Quebec have been 
unable to balance their budgets or have balanced them by draw- , 
ing on reserves. In Saskatchewan the Dominion has assumed 
responsibility for outlays for relief.^ 

The bonded indebtedness of municipalities increased from 
917 millions in 1923 to 1,135 millions in 1929, and was divided as 
follows : 

i\IiIlions of dollars. 


P.E.1 2 

N.S 29 

N.B 21 

Que. ...... 293 

Ont 451 

Man. ...... 80 

Sask. ...... 55 

Alberta 78 

B.C 118 


The provinces were indebted to the banks to the extent of 
338,343,852 and the municipalities to the extent of $113,836,283 
on October 31, 1931. The provinces are in some cases planning 
domestic loans, but with the diflSculty of securing capital, the 
completion of relief works of a useful character, and the attempts 
of the banks to prevent further borrowing, increased unemploy- 
ment appears inevitable, and in turn increased direct relief. ' 

The position of the Dominion Government is suggested in the 
following table : 


Receipts from Taxation. 

Fiscal year March 31. 

(Millions of dollars.) 





War Tax Revenues 

Total 


Customs. 

Excise. 

(including Sales 

(including 




and Income Tax). 

Post Office). 

1928 . 

! 157 

57 

150 

430 

1929 . 

187 

04 

145 

460 

1930 . 

179 

65 

134 

446 

1931 . 

131 

57 

inai 35 sales tax 
^'^”171 income tax 

356 

1932 1 . 

74 

1 

35 

°\62 income tax 

228 


^ On the problem of provincial revenues and debts see H. R. Kemp, Is a 
Revision of Taxation Forms necessary ? ** Proceedinga of the Canadian Political 
Science Assoctatiorii^^lOSl, pp. 185-201; also J. E. Robbins and Neil Jacoby, 
The Problem pj securing Additional Sources of Revenue for Provincial Purposes : 
Essays on Canadian Economic Problems, Vol. Ill (Montreal, 1930), pp. 16-39. 
Federal per capita expenditures increased from 16*22 in 1016 to $34.15 in 1926, 
and provincial from $6.71 to $15.38; see J. A. Maxwell, Expenditures of 
Canadian Provincial Governments, 1916-1926/* Contributions to Canadian 
Economics, Vol. Ill, pp. 41-62. 
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Expenditures. 



Interest 
on Debt. 

Pensions. 

Public 

Works. 

Subsidies 
to Pro- 
vinces. 

Total 

(including 

Post 

Office). 

Not 

Debt. 

1928 . 

129 

40 

14 

# 13 

336 

2,297 

1929 . 

12.5 

41 

17 

13 

351 

2,226 

19.30 . 

122 

40 

18 

12 

358 

2,178 

1931 . 

121 

45 

24 

17 

394 

2,262 

1932 J . 

96 

28 

10 

6 

431 

2,309 


1 Kight months ending November 30, 1931. 


With rovcnucs probably totalling about 310 millions in 
1931-2 with estimated expenditures of $430,000,000, and in 
addition $75,000,000 for relief and $50,000,000 for the Canadian 
National, the deficit will be ajiproxirnately $250,000,000.1 

The uncertainty of the situation has been followed by the 
closing of the New York market, and loans to meet deficits and 
further exi)enditurcs of provinces and Dominion will necessarily 
be floated on the domestic market. The National Service loan 
for 150 millions, closed on December I2th, was over-subscribed 
to about 215 millions. With the operation of the Finance Act 
it will be difficult for the banks not to avoid doi)ositing Govern- 
ment bonds with the Dominion Government, to receive in return 
Dominion notes to finance the purchase of more Government 
bonds. ^ 

' 3’he deficit on current expenditure will undoubtedly bo imich sinnllor, ns 
largo proportioiLS of tbo vear’s expenditure will bo posted to capital account. 
1 have had the advantage of reading a manuscript ; D. C. MacGregor, Ts Canmlas 
Credit Position 'Souml ? in which the di/liculty of analysing amounts from tlio 
standpoint of capital and ordinary expenditure is stressed. 

* On the operation of the Finance Act during the war and tlio post-war 
period and its relation to the abandonment of the gold standard in 1929 see the 
following articles by C. A. Curtis, “ The Canadian Banks and War I'inanoo,” 
Contributions to Canadian Economics, Vol. HI. pp. 7-41; “Credit Control in 
Canada,’* Proceedinfjs of the Canadian Political Scimee Association, Vol. Tf. 
pp. 101-22; “ Canada and the Gold Standard,” Queen's Quarterly, Winter, 1931 ; 

“ Amendment of Canada’s Finance Act Necessary,” Monetary Tunes, January 
24, 1930 ; “ Present Position of Canadian Dolhir largely due to Weakness in 
Finance Act,” Monetary Times, October 16, 1931 j also E. L. Stewart Patterson, 
Finansfial Post, March 26, 1931, and A. F. W. Plurnptre, “ Our Glittering Gold 
Standard,” Valhousie Review, September 1931. The extent of domestic capital 
available is difficult to appraise. An estimate of January 1, 1931, gives a total 
capital investment of $17,430,000,000, of which foreign in^atment constituted 
about 34 per cent., or $6,376,633,000 (01 per cent. U.S., 35 per cent. U.K )r 
In 1932 Can^ wiU pay $285,000,000 ($160,000,000 intereet plus $126,iJ&0,000 
repayment) in American funds, or at current rates of exchange $336,000,000. 
On the otherliand, Canadian investments abroad were estimated at $1,904,500,000 
(possibly $300,000,000 in foreign bonds), but it is difficult to state how wisely 
securities were purchased by the investment trusts which developg<i jjuripg the 





1932 ] ECONOMIC CONDITIONS IN CANADA IN 1931-2 1 & ** 

In somo sense this is Canada’s first serious depression. The 
long-run secular trend has coincided more definitely with the 
short-run trend. The cushion provided by virgin natural re- 
sources has for the first time shown signs of serious deflation. 
Its seriousness has been enhanced by the inelastic character of 
the financial structure. Q^ernment ownership has contributed 
to this inelasticity through such factors as heavy initial 
cost of constructing railways, through political influence, through 
construction during periods of high prices, and through the 
enormous outlays of capital, especially in transportation, which 
wore only made possible through Government ownership. Con- 
servative banking policy and heavy continual outlays of divi- 
dends on the part of large corporations have made f of farther 
inelasticity. The substantial profits of private enterprise have 
paralleled the heavy fixed charges of Government ownership. 
(The heavy inflexible load contrasts sharply with the violent 
fluctuations of the suj^porting economic structure. Hitherto the 
application of mature technique to virgin natural resources has 


boom period. Tho (Jontinuocl d(?pression of the stock market has, of course, 
biften of first importance. On tho other humi, the development of tho bond 
bijs'inesH and tho rapid growth of insurance coinpaniog sirico tlio war ar6 factors 
which have facilitated tho mobilisation of capital. Beyond question thero has 
been a marked and sustained shrinkage in the amount of capital available. Bank 
balances abroad declined from 200 niillioas to 75 millions in 1931 partly as a 
result of tho floating of domestic loans and tho necessity of using domestic funds 
fur seasonal autumn dciiiands. Canadian securities to tho extent of about 50 
millions have been diirni)od back on tho Canadian market. The extent to which 
there has been a flight from tho dollar is a debated point, but it has probably 
been appreciable. The following table has boon compiled by Prof* K. W. Taylor 
for tho Financial Post Business yearbook, 1932, and is suggestive in spite of its 
ndmittod defects, i)articularly as to movomoiits of capital. 


Millions of dollars. 

1930. 

! Cr. 1 Dr. j 

1931. 

Cr. j .X)r. 

Merchandise . 

894 

992 

600 

605 

Spocio 

' 25 

39 

.56 

2 

Freight 

69 

101 

51 


Tourist ..... 

279 

113 

260 , 

mo 

Interest .... 

88 

273 

70 

240 

Insurance Advortisemont 

33 

32 

29 

28 

Canadians employed in U.S. 

4 

— 

3 

— 

>[on-commercial 

42 

44 

24 

28 

Total . . 

1,434 

1,594 

1,093 

1,069 

Net flow of Capital . 

238 

* 26 


24 

Balance 

— 

62 

26 

— 
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^ served to support a balanced economy.^ In the last decade, in 
spite of the heavy debt assumed on account of the war, Canada 
was able by virtue of enormous expansion and the improvement 
of tax machinery to carry and reduce the load. Rising prices in 
the boom period in the United States stimulated expansion in 
Canada in new basic industries, and the period of depression and 
its serious effects on the prices of raw materials has enormously 
increased the burden of the debt.^ A balancing of the budget 
assumes a marked encroachment by virtue of fixed charges on 
the position of private enterprise, which has already been in 
evidence. In the interests of a continued balanced economy it is 
imperative that the revenue system should be drastically over- 
hauled from a short-run as well as from a long-run point of view, 
and that the tariff should occupy a less important position. 

Harold A. Innis 


University of Toronto, 


^ See C. R. Fay, Youth and Power (London, 1931), Ch. V. 

* The doclino in prices lias been estimated to have incroasod the burden of 
the feder|l dobMo the extent of §800,000,000 and all public debts §1,350,000,000. 
Estiuiating present prices as 30 per cent, below 1923-27 the weight has increased 
about §1,000,000,000. These estimates are obviously only stated to emphasise 
the ch|ii^etor of the problem. 



NOTES ON PIGOU*S METHOD OF DERIVING DEMAND 

CURVES 


In the Economic Journal for September 1930, Professor 
Pigou presented a new and extremely ingenious technique for the 
statisticcal determination of economic demand curves. It is our 
purpose to offer certain criticisms of this method, noting certain 
inherent weaknesses, and pointing out three important contri- 
butions of the method which were overlooked by its author. 

The essentials of the Pigou niethod will be reviewed here, not 
only to refresh the memory of the reader, but also to present a 
graphical interpretation of the method which will facilitate the 
presentation of onr criticisms. 

The orthodox method of obtaining demand curves consists of 
fitting a mathematical curve to the scatter-diagram gi points 
representing price-quantity relations of a commodity in a large 
number (rf successive x^t'riods. The price and quantity data 
plotted are usually either trend-ratios or link-relatives, thus taken 
to allow or correct for changes in the position of the demand curve 
over time. The latter technique assumes that the trend move- 
ment between two successive periods is inconsequential, wdiile the 
former is based on the proposition that the trends of price and 
quantity can be satisfactorily measured. It must often happen 
that there will be doubt concerning the true trend of series being 
considered : the secular movement may change abruptly at 
certain times and the trend be a succession of short lines impossible 
of satisfactory identification. For example, the consumption of a 
commodity such as coffee might conceivably fluctuate with the 
whims of public fancy, now stimulated by advertising campaigns 
of the trade, only to have the tendency reversed by the pro- 
nouncement (given publicity by the makers of a coffee-substitute) 
of some famous medical authority concerning the dangers of 
coffee-drinking. The growth might again be regained by publicity 
for the alleged discovery that fresh coffee is beneficial. In such a 
case, to repeat, the trend-ratio method might fail because of the 
impossibility of fitting a satisfactory trend. 

In this case recourse is usually had to the link-relative method. 
But we believe that two fundamentally different phenomena are 
measured by the two methods. Irving Fisher has pointed out 
No. 165.— VOL. XLii. V 
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the difference in the field of price movements and the business 
cycle — specifically, the volume of trade. ^ The correlation of 
ratios-to-trends of prices and trade attempts to answer the 
question, Do high prices stimulate trade and low prices depress it ? 
On the other hand, if link-relatives of prices arc correlated with 
similar changes in trade, the inquiry is, Do ri^iing prices stimulate, 
and falling prices depress trade? Similarly with prices and 
quantities of a commodity. It is possible that rising prices, even 
though they are low (below trend), arc the significant phenomena 
to study, along with changes in consumption, rather than its 
position relative to its trend. It seems probable that these two 
techniques match the important distinction between tJie nature 
of the demands for different articles brought out by E. »J. Work- 
ing.2 Working distinguishes between studies in which the 
dependence is placed . . . upon tlio relationship between pro- 
duction and final consumption ” and those where dependence is 
placed “ upon the relationship between price, and, chieiiy, the 
amount of the product w^hieh will be taken by deah'rs and others 
for future sale or consumption.*’ He refers to the latter as “ dealers’ 
demand ” or speculators’ demand,” as contrasted with con- 
sumers’ demand. It appears to us that it may well be that 
consumers’ demand curves are best measured by considering 
trend-ratios, while speculators’ demand ” is best showji by a 
study of link-relatives. Consumers’ dtunand is su])posedly a 
function of the level of prices ratlu'r than their rate of change, 
although the latter may be of importance under some circum- 
stances — consumption may bo different at a given i)rice ac(?ording 
as that price is reached from a previous higher or lower i)rice. 
Dealers’ demand, however, would seem to be- predominantly a 
function of the direction of the price movement, and thus might 
best be measured by link-relatives. 

Dut what is the solution for the difiiculty when we want to 
measure the relation between price and quantity levels, but we arc 
unable to fit satisfactory trends ? It is in this ease that Professor 
Pigou’s method is unique. It is unnecessary to fit any trend : as 
explained by its author, the method supposes that the demand 
curve shifts steadily only over short periods of time, allowing the 
nature of the variation to be different in successive short j)eriods. 
To be specific, the method takes twro successive time intervals 

^ “ Our Unstable Dollar and tho So-calJod Husinoss Cyoln,” Journal of the 
Amencan StatiHknl Aasociuliony Vol. 20 (1925), ])|). 179-202. 

* Tho Statistical Determination of Demand Curves, ** Quarterly Journal of 
Economics, Vol. 39 (1924-26), pp. 517 If. 
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(involving three pairs of price and quantity data) as the period 
during which the change is assumed to be regular. In each such 
“ triad ” of points, the second is assumed to lie on a demand curve 
whose position is midway between the curves on which the first 
and third lie. The demand curve is supposed to be of the con- 
stant-elasticity type — a straight line fitted to the logarithms of 
price and quantity. 

As explained by its author, the method is based on the simple 
geometrical proposition that through three points in a plane not 
in a straight line only one set of three equidistant parallel lines can 
be drawn, if it be agreed which point shall lie on the middle line. 
This last provision is easily met in the present application, since 
the points represent data ordered in time. The set-up, using 



Fj<j. 1. — Tho set-up of relations for 
determining the slope of the lines. 


Fia, 2. — Drawing three equidistant 
parallel lines through any three 
points not in a straight line. 


Pigou's nonu*nclature, is shown in Fig. 1, wIumc P, Q and K 
represent the logarithms of quantity and price in a ‘‘ triad of 
observations. Fig. 2 shows the simple geometry of tho eonstrue- 
tion of the lines. A line P W is constructed, of which (J, the point 
representing the middle period, is the bisector. The line R W' is 

one of the three j^arallel lines sought, and its slope, -- — is the 

quantity whose reciprocal gives the elasticity of demand for this 


^ Professor Pigou errs {he. ctt., pp. 301, 302) in attaching to this fraction 
either a zp sign or a minus sign, and in stating, “ Thus two triads of lines can he 
drawn tlirougli our threo points, tho slopes of tho linos in each triad being eqim 
numorieally but of opposite sign.” It is well for his method that tho solution is 
not thus ambiguous. Tho slope may turn out to be either positive or negative, 
but tho samo formula is used in both cases, and tho correct sign will appear after 
substituting tho values for di, Ci, and c,. The i sign implies that either sign 
may bo used, and this is untrue : in a given case the sign will be determined by 
the above fraction as it stands. Pigou does not carry over this error to his 
numerical examples. 

c 2 
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triad of observations.^ Little faith is to be placed in this co- 
efficient for a single triad. It is only on a careful study of the 
whole distribution that Pigou bases his very modest claims for 
the method. 

Professor Pigou logically suggests the use of the median of the 
elasticities, after first discarding all positive figures as a jyriori 
not demand elasticities. He also suggests quite rightly that the 
results of any triad be discarded “ when the differences among 
either the observed prices or the observed quantities in a triad 
are very small,” because, when the shifts in the demand curve are 
small, “ the resulting proportionate error is likely to be very large.” 
The reference seems to be, as later indicated, to the “ deviation 
from equality between the distance of the second line in the triad 
from the first and the distance of the third lino from the second.” 

There is another type of error, however, to whi(;h all individual 
items of price and quantity are subject, whose effect on the 
accuracy of the method should be considered — the ordinary 
ern rs of observation and of sampling. Each price observation 
is derived tlirough both sampling and averaging, and each quantity 
figure is usually partially an estimate, or at least baserl on data of 
unknown reliability. Each point representing a price-quantity 
observation, then, must be regarded as one point scdcctcd from a 
small cluster of points. Is the tendency of tlie method to minimise 
or to exaggerate the effect of these errors ? Fig. 2 gives an idea, 
of the influence of chance errors on the determination of the slope 
of the three parallel lines, and thus on the (dasticity coefficient. 
For simplicity it is assumed that observational errors occur only 
in the one point (^, the points P and 11 being strictly accurate. 
Let the five points at Q represent the range of values this point 
might take by chance. Remembering the method of construction, 
the points Q bisecting the construction line or lines P VV, it is 
evident that the en’ors in the point (J are doubled at W. The 
strong effect on the slope of the line R W which is sought is 
evident. Errors in the other two points P and R might com- 
pensate for those in Q, but the likehood is as great that the errors 
would be cumulative rather than compensating. Pigou noted the 

^ Pigou fails to uoto that tho cooffirient of elasticity is tho reciprocal of the 
slope. In Ilia numerical examjih's ho reaches the* correct result by chance, since 
(loc, cit.f pp. 396-99) in the calculation tables ho switches tho nomonclaturo of his 
variables, using d (equals — p^) to denote conamnption logarithm differences, 
and c (equals — x^) to denote price logarithm differences, contrary to his 
previously expressed terminology (on p. 391 ). Tho formulas on p. 393 aro correct 
for the coefficient of elasticity of demand (not tho slopo). A double shift is made 
when applying those formulas {e.g. p. .396), both inverting and changing variables, 
so a correct result is obtained by chance. 
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necessity of discarding triads of points which are too closely 
grouped ; but how accurate are the results even when the three 
points are widely separated ? It is impossible to say.^ And how 
close may the points cluster before they must be discarded? 
An objective answer seems impossible. 

Now, similar errors of observation occur, of course, when the 
trend -ratio scatter-diagram method is employed : each dot must 
be looked upon as an indistinct blur. But it is important to note 
that in the scatter-diagram method, no single point is given much 
weight in fitting the demand curve : there is safety in numbers, 
while in the Pigou method each triad of points must stand alone. 



Fi(i. 3. — I:ifluonoo of observational errors on slope determination 
of the Pigou parallel lines. 


The result is a tremendous divspersion introduced into the array of 
the individual “ triad elasticities ” which must be “ averaged out ” 
ill llie treatment accorded the array to find the typical or repre- 
sentative elasticity coeilicient. This extreme dispersion among 
the items in the arrays would seem to be inevitable, and to detract 
from the reliability of the results secured by the method. 

One of Pigou ’s aims, to obtain a measure of the reliability of 
the resulting coefficient of elasticity, seems to have been attained 
only in small part, in simply considering especially “ the limits 
within which half of the unrejected observations lie.” The 
coefficient of correlation and the standard error of the regression 

* It is evident that the distorting influence of observational errors iiicroasea 
as tho distance of tho point R from tlie point W decreases— the nearer the three 
points P Q R tend to lie in a straight line. Wo shall later note tho significance 
of this condition. 2> 0 
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coefficient (the coefficient of elasticity of demand) offer objective 
measures of the reliability of the results of the scatter-diagram 
method. Again, the present method is limited from examining 
for the existence of a curvilinear demand curve (on double 
logarithmic scale), or an elasticity of demand which differs at 
different levels of price and quantity. The assumption of constant 
elasticity is essential to the method. 

On the other hand, it appears to us that there are theoretical 
possibilities of extreme importance in the Pigou method which 
have been overlooked by its author. To show these we must first 
turn to a phase of the statistical determination of demand ” 
curves by all other methods. Several writers ^ have ])oiiitcd out 
that the correlation or scatter-diagram method generally used is 
based on the assumption that the data, representing instantaneous 
equilibrium points of demand and supj)ly, actually trace out over 



A, Sup pi 11 C W 

Co ft Con $ to/r f Chany Cott 


Fkj. I. PosMiblo groupings of Kquilibriiim Points. 

time substantially the demand curv^c. In other words, the suf)ply 
curve is conceived as moving back and forth across a stationary 
demand curve or a demand curve made constant by the statistical 
device of trend-ratios or link-relativTs. TIkj method fails if the 
changes in supply arc correlated with the changes in demand : the 
same is true of two newer methods, those of Wassily Leontief ^ 
and Paul Douglas.^ The situation may be representc'd by Fig. 4. 
The conditions assumed are shown in A, where demand has 
remained substantially fixed while the supply curve has fluctuated 

^ P. G. Wright, Koviow of Schultz’s “ Statistical Laws of Demand and 
Supply,” Journal of thfi American Statialical Aaaociationf Vol. 24 (li)29), p. 21H. 
M. J. Working, “What do Statistical ‘Demand Curves* Show?’* Quartvrl;/ 
Journal of Economka, Vol. 41 (1920-27), pp. 225 -27. Elizaboth W. Gilboy. 
“ Demand Curves in Theory and Practice,** Quarterly Journal of EconomirSf Vol. 44 
(1929-30), pp. 608-14. 

* “ Ein Vorsuch zur Statiatischon Aiialyao von Angobot und Naclifnigc,** 
Weltwinacluijtliches Archiv, Bund 30 (II), 1929, pp. 1-48. 

loclmological Unornployrnont. Measuroinont of Elasticity of Demand as 
a Basis for Prediction of Labor Displacoment,** Bulletin of the Taylor Society, 
Vol. XV, No. 0 (Dccornbor 1930), pp. 254-6 li 
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in a manner not correig^ied with the small demand variations. 
The resulting scatter yields an accurate demand curve. Fig. 4 B 
shows the corresponding situation wliich yields a supply curve. 
If, however, the shifts in demand and supply arc correlated cither 
directly or inversely, as in Fig. 4 C, it is obvious that the equili- 
brium points trace out neither a demand curve nor a supply curve, 
but one bearing no relation to either. As remarked by Working, 
the curve thus obtained has a definite meaning, and may be more 
valuable than cither the true demand or supply curve for certain 
purposes, such as price forecasting, but this does not bear on our 
present problem of finding the true demand curve. And we might 
expect to find this relationship of correlated shifts in the case of 
many commodities for which both the demand and supply 
fluctuate with the phases of the business cycle, e.g. producers’ 
goods. 

In eas('s where demand and supply changes are at all correlated, 
then, all other methods fall down in oVdaining the demand curve. 
It is (evident, from the nature of the solution, that the Pigou 
method also falls dou n wiuai tliere is perfect correlalioii in a given 
set of three jears, for this results in flic three points of a tiiad 
lying equidistant on a straight line. Through tlirec such points 
an infinite number of sets of throe equidistant parallel lines may 
be drawn, so tlu' skqie and elasticity of demand are indeterminate. 


This is also evident from the formula for tlie slope. 



for 


the condition of perfect eorrehition (coupled with the assumptions 


of the Pigou method) mean that ----- rf.> and “ Co. Tlic slope 


then reduces to which is indeterminate. 


But if the movements in the su])ply curve are only imperfectly 
correlated witli those of the demand curve (as is actually true in 
Fig. 2), the solution of the ])roblem is given by the Pigou method 
(aside from the difiiculties of errors of observation previously 
noted). The Pigou method, then, is unique in that, given accurate 
data meeting the conditions laid down, it will yield the true demand 
curve even though changes ill supply are (imperfectly) correlated 
with changes in demand. 

An cv(ui more astounding potentiality of this technique was 
overlooked by its author. The method may, in the case of such 
imperfectly cori’clated demand and supply changes, yield both the 
demand and the supply curves. Consider, for instance, a triad of 
periods where the supply curve has shifted by two equal distances, 
but where the demand changes have not obeyed this fundamental 
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condition. The situation is shown in Fig. 5. The three points 
P, Q, and R in this case uniquely determine the slope of the 


supply curve : the formula 


di ^2 

Cl — Cg 


will yield a positive value for 


the slope. 

In other words, the analysis carried out by Pigou, assuming 
the demand curve to shift by equal intervals in each triad of 
periods, could equally well be followed through assuming the 
supply curve to shift thus. Or, as the matter works out, when the 
different triads are “ solved ” for the slope (or its reciprocal, the 
coefficient of elasticity) of the lines, the sign of the resulting figure 
will tell whether the curve obtained is the demand curve or the 



Fia. 6. — Showing where the Pigou method yields the 8U[)[)ly curve. 

supply curve — whether the condition of a regular shift of the 
demand curve or a uniform shift of the supply curve has the more 
nearly been met. It may well be that in the data for a given 
commodity some triads will meet the first condition and others 
the second. In this case both demand and supply elasticities will 
result — with what degree of accuracy is another matter. 

The case can be illustrated from the work of Pigou himself : 
for the second illustration of his method he worked over the 
monthly data on copper sold and copper prices in the United States 
which had been used by J.ieontief. In this example, out of 58 
individual elasticities (each from one “ triad ” of months), 38 
were positive and only 20 negative (including those infinite). 
So in finding the typical demand elasticity (negative), Pigou was 
forced to discard on a priori grounds 65 per cent, of the cases. 
If these positive items had been subjected to the same analysis 
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as the negative items (separately, of course) tliey would have 
yielded the coefficient of elasticity of the supply of copper for the 
period covered. This coefficient would have the same degree of 
accuracy and trustworthiness possessed by that for demand : in 
this particular instance we agree with Pigou that the nature of the 
data prevent the yielding of results of much significance. 

A further consideration must be noted in connection with this 
property of the method. When correlation exists between the 
shifts of the demand and supply curves in a given triad, the higher 
the correlation, the closer will the three points lie to a straight line, 
and thus, as previously shown, the less reliable will be the resulting 
elasticity. Now it is evident that only in the case of perfect 
correlation could both conditions be met — some of the triads 
yielding positive and some negative elasticities, while still answer- 
ing the requirement that one of the curves shift by equal amounts 
in each triad. The result is that the obtaining of both elasticities 
from one set of data is at the expense of the accuracy or depend- 
ability of both of the measures. Or, expressed otherwise, the 
existence of a number of positive measures in a group pre- 
dominantly negative (or vice versa) is an evidence that the 
fundamental condition of uniform shifts within each triad has not 
been fulfilled. 

In connection with the determination of the supply curve, one 
consideration should be noted. Many economists question 
whether the concept of a supply curve is correlative with that of 
a demand curve — whether quantities supplied by sellers are a 
function of the price, or if they are not rather related to the 
expected price changes. This observation is accurate and sug- 
gestive, but it should be noted that this is a criticism of the ortho- 
dox concept of the supply curve, and not a criticism of the statis- 
tical technique of determining this supply curve if it exists. This 
distinction is analogous to that made above between the nature 
of consumers’ and dealers’ demand curves — demand as a function 
of the level or of the change of price. 

The drawbacks of the Pigou method previously mentioned 
must not be overlooked : the fundamental weakness of large 
dispersion caused by unknown errors in the data, and the fact that 
the condition of absolutely uniform shifts of one or the other curve 
between the three points of a given triad, is not met. But the 
method is unique in the important characteristic that correlation 
between shifts in the positions of the demand and supply curves 
docs not invalidate the technique. Again, as with the Leontief 
method, the necessity of fitting trends to the price and quantity 
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data is obviated : likewise supply elasticity may be yielded. 
Perhaps further refinements may be made in the method so as to 
render its results more trustworthy. 

WiRTH F. Ferger 

University of North Carolina, 

The Editor has invited me to comment on the above. In the 
first footnote of his interesting article Professor Ferger convicts me 
of an inexcusable blunder, which foii/unately, as he says, is not 
carried through into the body of my article. In his second note he 
has detected a stupid slij) : I have tuined a fraction upside down. 
It was not, I hope, merely ‘‘ chance ” that caused me to turn it the 
light way up again in working my oxample>s. Perhaps I shou Id add 
that errors have been found in some of these numerical workings. 
They have been corrected in the version of the article printed in 
Mr. Robertson’s and my Economic Essays and Addresses, On 
the general question whether my method or kindred methods can 
usefully be used to evaluate elasticity of sup])ly I am less opti- 
mistic than Professor Forger. Though, of course, as a imre mat- 
ter of statistical technique, the demand and supply problems are 
on all fours, difficulties connected witli the time element are 
much more serious on the supply side, and the r(^al significance of 
the statistical result is consequently mucli more dubious. 

A. C. PiGOu 



MEMBEll BANK BESERVES IN THE UNITED STATES 

A R35PORT ^ recommending far-reaching changes in the l)ank- 
reserve system of the United States luvs recently appean^d, 
which marks a great advance on any x^revioiis official document 
dealing witli this matter. According to newspaper reports, its 
recommendations are meeting with some opposition. But the 
authoritative membership of the rommittce (Mr. Smead, a leading 
officer of the Federal Reserve Board, as Chairman; the Deputy 
Covernors of the Reserve Ihinks of New York, Cleveland and 
San Francisco ; aiid Mr. Coldenwciser, the Director of the Division 
of Research and Statistics of the Federal Reserve Board ; with 
]\lr. IHefler as S(*cretarv) leads one to hope that the document may 
not suffer the common fate. 

The Committee begin by analysing the xnirpose of legal 
i*e([uirements for ^tcmlier Bank reserves, and lay down four 
general primuples : 

(i) It is no longer the primary function of these require- 
ments to ensure the lupiidity of (he individual Member Banks, 
which dex)ends much more on tlieir possessing eligible pa])er than 
on their legal reserves, since the latter cannot, of course, be draw n 
upon to any im{)ortant extent in an emergency. 

(ii) The absolute amount of the re([uirod reserves should be 
determined, rather, by the amount of resources of which the 
Reserve Banks have need for i)urposes of ellicient control. 
This is the same cuiiclusion as that reached by the Macmillan 
Committee. 

(iii) 'Jlie effect of the legal requirements on the volume of 
credit should be in the direction of putting a brake on wdien there 
is great activity and of giving some relaxation in times of 
depression. 

(iv) The legal requirements should be fair in their application 
as between individual banks. 

The Committee find that the existing system is not in satis- 
factory accordance wdth these princij)les. Moreover, the inten- 
tion of the iDresent requirements, which date in the main from 
1917, has been to a considerable extent evaded ; and as to this 

^ Report of tho Committoo on Bank Reserves of the Federal Reserve System. 
Government Printing OHice, Washington, 1931. 
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they give some interesting particulars which have not been 
previously available. Under the original Federal Reserve Act, 
the till-money of the banks reckoned towards their reserve 
requirements up to a certain proportion. During the war this 
was modified with the object of centralising gold and gold cer- 
tificates in the Reserve Banks ; and as an offset to this, the per- 
centage reserve to be held against demand deposits was reduced 
by 5 per cent, and the reserve against time deposits by 2 per 
cent. The result of this change during the intervening years has 
been to bring about an extraordinary diminution in the amount 
of till-money held by the Member Banks; the average for all 
banks having fallen from 4| per cent, of their deposit liabilities 
to less than 1 J per cent. Doubtless this is partly due to the in- 
creasing use of cheques for wage payments, but the Committee 
think that this accounts for only a part of the decline. 

They also consider that the low percentage of reserves required 
against time deposits, namely, 3 j^er cent., has lent itself to 
abuse, and that a certain amount of money which is serving 
the purpose of a demand dci)osit is masquerading as a time 
deposit. In justification of this view, tliey mention that between 
1925 and 1929 the rate of turnover of the average dollar deposited, 
whether as a demand or time deposit, in Member Banks increased 
from twenty-four times a year to thirty-three times a yeax, in 
spite of the fact that 64 cents of this dollar was classified as a 
demand deposit in 1925, as against 59 cents in 1929. But if 
they had made the r>omparison with 1931 instead of with 1929, 
its force, might. I think, have largely disappeared. 

The net result of the reduction in till-money and of the 
increased proportion of the total deposits held as time deposits 
has been that the reserve requirements of Member Banks in 
1931 were about 34 per cent. less in proportion to their deposits 
than they were before the Federal Reserve Act was passed. The 
effect of the change since 1917 seems to have been to reduce the 
present reserve requirements by something like §1,500,090,000 as 
compared with what they would have been otherwise. Never- 
theless, the (.bmmittcc do not feel that the present aggregate 
has fallen to a lower figure than the Reserve Banks need for 
their own efficient working. Their proposals would not, indeed, 
involve any immediate increase in the aggregate reserve require- 
ments, and would merely put a stop to a furtlier nibbling away 
at the legal reserves which might prove embarrassing to the 
Reserve Banks. This is diplomatically emphasised by the Com- 
mittee. But I surmise that their proposals would involve some 
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increase, if the requirements of brisk times were to be averaged 
with those of depression. Herein would lie, I 8usi)ect, the chief 
danger in introducing the new plan to-day. For whilst it is so 
devised as not to increase the reserve requirements at the present 
moment, it is calculated, in all probability, to increase them above 
what they would otherwise have been, immediately that trade 
begins to revive. Thus it would need open-market operations on 
a larger scale than would be needed if no change is made, to 
prevent the new plan from acting as a damper on any revival. 

The Committee’s main point is concerned with the failure of 
the present system to })ut on the brake in active times or to 
relax the pressure during a depression. They show that the 
increased turnover in active times is mostly provided for by a 
change in the velocity of circulation and only to a small extent 
by an increased quantity of deposits. For cxanq^le, during the 
thrce-and-a-half years from the middle of 1927 to the end of 
1930 the net deposits and the Member Bank Reserve balances 
both fluctuated round an almost steady figure, whereas the 
volume of turnover rose by some 50 per cent, and then fell back 
again to below its initial figure. In fact the legal reserve require- 
ments were about §75,000,000 lower in September 1929 at the 
peak of the stock-market boom than they had been in December 
1927. Moreover, there is a minor provision in the present law, 
to which little importance might have been attached, which 
tends to opcrfitc exactly in the wrong direction. When a Country 
Member Rank lends its funds to a centrally situated Member 
Bank, the d*'posit becomes subject to the higher rate of reserve 
aj)propriate to the latter. If, however, the Country Bank lends 
its reserves direct in the market, then the lower reserve require- 
ments appropriate to Country Banks is effective. Now the former 
is what tends to happen in slack times and the latter in active 
times. For example, in 1924 an inactive demand for funds from 
trade and industry led to a large deposit of Country Bank funds 
with City Banks, and was consc(piently reflected in a sharp 
increase in legal reserve rctpiirements. 

Finally, the Committee’s inquiries have led them to the 
conclusion that the existing system is not as fair as it might 
be as between individual banks. The possibility of economising 
in till-money favours those banks which are located in close 
geographical iiroximity to the Reserve Banks. Furthermore, the 
present provision by which balances due from other Member 
Banks can only be deducted for the purpose of calculating net 
deposits from balances due to other Banks, operates unfairly to 
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Country Banks. And in general the activity of the deposits of 
the different classes of Banks corresponds only very roughly 
indeed to their geographical location. 

The upshot is that the Committee have decided unanimously 
in favour of a very drastic change. They propose to abolish 
entirely the existing distinction between Central Reserve City 
Banks, Reserve (Jity Banks and Country ]5anks. They also pro- 
pose to abolish tlie distinction, for the purpose of reserve require- 
ments, between time deposits and demand deposits ; since tliey 
are convinced that experience shows that there is no jmxcjtical way 
of defining the distinction between these two classes of deposits 
without opening the door to evasions. The substance of their 
alternative pro})osals can be summarised as follows : 

(i) A reserve of 5 per cent, to be maintained against all 

deposits (net) without distinction. 2- M 50 ^ . 

(ii) An additional reserve to be maintained equal to 50 per 
cent, of the average daily withdrawals actually made from all 
of the deposit accounts on the books of the bank. The basis for 
the calculation of the reserve under this heading would be the 
average of the preceding eight weeks, averaged over a subsequent 
period of one week or four weeks according to t lie lo(‘ation of the 
bank. 

(iii) United States Government deposits to rank for reserve 
requirements in the same way as other deposits; the exemption 
in their favour which was introduced to facilitate war finance 
being abolished. 

(iv) In the calculation of net deposits, balances duo from 
other lianks in the United States and tiheques in process of 
collection to be subtracted. 

(v) The rule of allowing till-monev (or v'aidt cash/’ as it is 
called in the United States) to reckon within certain limits (not 
exceeding one-fifth or tlin^e-fifths of the total reserves aeeording 
to the bank’s location) to be restonxl. 

These rules mean that a totally inactive deposit would carry 
a reserve of 5 per cent, and one which is checked out on the 
average once a week a reserve of 12 per cent. It is provided 
that ill no case shall the aggregate reserve required of a bank 
exceed 15 per cent, of its gross deposits, but inquiry shows tliat 
this limitation would very seldom be operative. For the average 
Member Bank the total reserve requirements would work out 
to-day at about 8 per cent, of total deposits, which means that 
the average deposit (including time-deposits) was turned over 
twenty-two times a year in 1931 as compared with thirty-three 
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times in 1929. The Committee have calculated the above figures 
in such a way that if the new system were to be introduced to- 
day, it would effect a negligible change in the average reserve 
requirements. A period of slump is, therefore, a good opportunity 
for making the change, since in brisk times it would mean a sharp 
increase in reserve requirements and would therefore be more 
likely to provoke opposition. 

Tliis proposal for calculating reserve requirements by reference 
to the turnover of deposits is a somewhat startling innovation ; 
but it seems to me to be ingenious, practicable and of a right 
tendency in its effect on the fluctuations in tlm re.servc require- 
ments. If this system is introduced it will bo important to bear 
in mind that no rnlc-of-thumb system will be an adequate sub- 
stitute for open-market operations or other ways of delil)orately 
regulating the volume of aggregate deposits. For it is easy to 
imagine circumstances in which the rule-of-thumb thus brought 
into the system would be of a wrong tendency. Moreover, if the 
now system is initiated near the bottom of an unprecedentedly 
severe slump, it will be important (and perhaps not easy) to pre- 
vent it from exercising a check prematurely. But generally 
speaking it would, I think, facilitate the task of the reserve 
system and would tend to diminish the scale of the open-market 
operations which arc necessary for purposes of control. The 
("oramittee’s calculations show that in 1029 the reserve require- 
ments would have been greatly increased above the figure which 
ruled under the existing system; Avhich would certainly have 
strengthened tlic hands of the reserve system at that time. 
Equally at the present time any further decline in activity 
would reduce the reserve requirements and there would be an 
automatic stimulus, without the necessity of large open-market 
purchases by the Reserve Banks. 

The Report is a model document of its kind, brief and clear 
and to the point, though it would have been improved by the 
addition of an apj)endix with statistical tables. 

J. M. Keynes 



THE INDIAN CENTRAL BANKING INQUIRY 
COMMITTEE, 1931 


During the past few years several Royal Commissions and 
Committees of Inquiry have been at work upon various phases of 
economic conditions in India ; among them should be mentioned — 
The Royal Commission on Agiiculturc, The Taxation Inquiry 
Committee, The Economic Inquiry Committee, The Royal Com- 
mission on CuiTon(?y and Exchange, The Statutory Commission, 
and The Central Banking Inquiry Committee, 1931. Their 
reports form a veritable cncyclopsedia of information concerning 
practically all phases of economic life in India to-day, and are a 
mine of valuable material to which the research worker, the 
pubUcist and the economist can go for years to come. The Indian 
Central Banking Inquiry Committee. 1931, is the last one to report, 
and in its thoroughness, in the mass of material assembled, and the 
importance of the field covered as well as in its considered recom- 
mendations, the rei)ort ranks high as a serious piece of work. The 
personnel of the Committee was well and carefully chosen under the 
Chairmanship of Sir Bhupendra Nath Mitra, and contained many 
well-known business and ])ublic men, such as -Sir Purshotamdas 
Thakurdas, Sir Hugh Cocke, Dr. L. K. Hyder, V. Ramadas 
Pantulu, G. K. DevaJhar and R. K. Shanmukham Chetty. Of 
the twenty-one members of the Committee no less than seventeen 
were Indians. The Government of India appointed a sub-com- 
mittee of foreign experts to co-operate with the Indian C^ommittee ; 
the international character and varied interests of these experts 
may be judged from these facts : G. 0. Casscls is the Manager of 
the Bank of Montreal, London ; B. Currie is a partner in Glyn, 
Mills and Company ; Dr. A. Friederich is the General Secretary 
of the Union Co-operative Society, Darmstadt; Dr. 0. Jeidels 
represents several large German interests; A. P. McDougall 
represents a number of large English and Scottish concerns; 
and Dr. L. J. A. Trip was formerly associated with the Department 
of Finance at The Hague, and is a former President of the Bank 
of Java. 

I he report proper is a large Blue Book of 915 pages ; there are 
three separate minutes or notes of dissent, and a Minority Report 
by one member (Mr. Manu Subedar) of considerable size contained 
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in a separate l^lue Book of 484 pages. In a committee repre- 
senting various races and different conflicting interests one may 
expect that differing points of view should desire expression in 
separate minutes or oven notes of dissent, but that one member 
should take upon himself the responsibility of writing a separate 
Blue Book minority rei)ort is altogether beside the mark. We do 
not want the individual views of one member ; the whole purpose 
of a committee is to get away from the domination of one person ; 
it is collective consideration of a subject and joint recommendation 
that is wanted ; consccpiently it is in the nature of presumption 
for one member of an important committee to go off by himself 
and write a Minority Report. 

For a number of years past suggestions have been made from 
time to time referring to the desirability of an inquiry into banking 
in India; in 1924 the External Capital Committee made this 
remark : “ India possesses vast stores of dormant capital awaiting 
development, and in order to make these available for investment, 
facilities should be increased and extended. We would emphasise 
the importance of a co-ordinated survey being undertaken at the 
earliest opportunity of the whole held of banking in India.'' In 
1 929 the Government of India gave its sanction to a comprehensive 
survey of banking throughout India; the inquiry was to proceed 
along three lines : -(1) A number of Provincial Committees were 
appointed, consisting of i)ersons having intimate knowledge of local 
conditions, wliicli were to study the following subjects : agri- 
cultural credit (iiu'luding co-operative ('r(‘dit), credit facilities for 
small industries, land mortgage banks, financing of internal trade, 
and the stimulation of habits of investment and attraction of 
banking deposits. (2) Then an all-India Central Committee 
was to continue the work by making in\ estigation into certain 
fields of banking which had not been covered, sucii as the regula- 
tion of banking, banking education and c redit facilities for India's 
chief industries, as cotton, jute and coal. Then (3) a small body 
of foreign banking experts having expericnee of rural credit and 
industrial banking was appointed by the Goverjunent of India to 
co-operatc with the (Vntral Committee in coming to tlieir con- 
clusions and making their recommendations. 

The terms of reference werci as follow s : — 

“To investigate past records and existing conditions of 
banking in India, including the organisation of the Money Market, 
and to consider the steps, if any, that arc feasible and desirable 

under the following main headings : 

No. 166. — VOL. XLii. ^ 
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(a) The Development of Banking with a view to the 
expansion of indigenous, co-operative and joint-stock banking 
with special reference to the needs of agriculture, commerce 
and industry ; 

(b) The Kcgulation of Banking with a view to protecting 
the interests of the public ; and 

(c) Banking Education witli a view to the provision of 
Indian personnel in adequate numbers and with the necessary 
qualifications to meet the increasing needs of tiie country 
for a sound and well-managed national system of banldng.’’ 


1. DEVLLOraEXT OF BaSKTSG 

There arc five ty])es of banksoperatinginlndici : tJio ImjKU'ial 
Bank of India, Joint-stock banks, Excliango banks, Co-operative 
banks, and the Indigenous banking system. To tlicsi^ should bo 
added other existing credit agemues, sucli as Land .Mortgage banks, 
Loai. offices, J^idhis and Chit Funds, the (hncrnnicnt Depart- 
ments, and Insurance compa7)ies. ^J’lie strong and insistent 
criticism on banking in India is that it is too mucli dominated by 
foreign capital, i)oliey and manag(U7icnt, and tliat purely Indian 
and indigenous banking is not sufficiently encouraged. Most of 
the banldng })usiness of tlio country is done by the Imperial .Bank 
and the Exchange banks, wliich are foreign ; what is needed is a 
greater development of Indian Joint-stock banks, (.'o-operativc 
banks, Indigenous banking, and Land ^lortgage banks. 

Indian ])anking has had its periods of ebb and How. W'hen 
the principle of liniitod liability was allou od in ISOO, and after the 
close of the American War, there was a griNat wa\’o of banking 
activity; anotlicr such period was (experienced between the years 
1906 and J913. But during theUreat War and after, from 1913 
to 1924, as many as 101 banks in India failed, involving the large 
amount of about Bs. G^- crorcs. As an imi)ortant aid to the 
development of banking in India, the (bntral (bmmittee recom- 
mend the adoption of a more liberal policy by the Imperial Bank 
of India and other joint-stock banks in granting facilities to the 
large Tium))er of indigenous bankers whose primiipal business is 
not banking, or who do not take to banking as their erhief interest 
as soon as a Keserve Bank is established. Another recommenda- 
tion isthatthe cost of internal remittance in India should bo reduced 
as far as possible, and from a purely banking i)oint of view the 
removal of all impediments to the free transfer of lands is desirable. 
The suggestion that banks in India should aim at combining the 
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efficiency of the European system of banking with the economy of 
indigenous bankers is commended for the consideration of the 
management of banks. 

At the back of all efforts to improve banking facilities arc the 
dead-weight conditions of poverty, ignorance and helplessness of 
the masses. Economic progress and the development of banking 
are interdependent; the growth of banking depends on the 
spread of education, the promotion of agricultural improvement 
and the encouragement of industrial organisation, for no improve- 
ment in the existing credit system and banking facilities is likely 
to be effective unless it is accompanied by measures for raising the 
standard of living and economic condition of the mass of the 
population and for building up its productive strength. The 
statistics given by the Committee on income and indebtedness are 
astounding : the total gross value of the annual agricultural 
produce w’orks out to about Ks. 1,200 crorcs on the basis of the 
1928 price levels ; the average income, therefore, of an agriculturist 
in British India is about Bs. 42, or a little over three pounds 
sterling a year. Thus will be seen the appalling poverty of the 
agricultural classes. Rural indebtedness is estimated to be about 
Rs. 900 crores, which works out to something like Rs. 30 per 
head ; the small income and the burden of indebtedness are the 
two factors which are strangling the ec'onomic life of the country. 
'Fhc extortionate rates of interest arc another oppressive burden 
upon the people : in Assam, intei’cst rates vary from 12 to 75 per 
cent. ; in Bombay, from 12 to 25 per cent., or even more according 
to varying conditions; in Madras the common rate of interest is 
from 12 to 24 per cent., occasionally rising to 36 or even 48 per 
cent. ; in Bengal the minimum rate varies in different districts 
from 10 to 371 per cent., and the maximum from 371 to 300 per 
cent.; the Rathan money-lender’s rates vary from 75 to 360 
per cent. A hopeful movement for bettering the economic 
condition of the agriculturist was reported by Mr. Devadhar 
concerning the working of the Act which was ])assed in 1928 for 
the consolidation of holdings in the Chhatisgarh Division of the 
Central Provinces. According to his figures, during the short 
period of a little over three years since the Act came into force, 
502 villages have come forward to secure the benefit of the Act ; 
174 villages out of the 502 have already been dealt with ; in all 
156,500 acres of land parcelled out into thousands of small, 
uneconomic holdings have been consolidated, and arc now able to 
support an average family with some chance of a decent living. 
Mr. Devadhar also suggests that in the task of rural uplift the 
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work of consolidation of uneconomic holdings or the prevention 
of further fragmentation of land must be vigorously undertaken. 

Poverty, indebtedness, extortionate rates of interest, and the 
smallness of landholdings are among the chief causes of India’s 
economic backwardness ; the Commission have much to say about 
methods of removing these conditions. A scheme of debt con- 
ciliation on a voluntary basis is strongly recommended, to be 
pursued by propaganda to have the lender and the borrower agree 
to a redemption of standing debt on the basis of a cash payment 
or equated payments spread over a number of years. In a case 
where the lender will not agree to a voluntary settlement of the 
debt, action should be taken by legislative enactment to force a 
compulsory settlement. The Commission sec great opportunity 
for relief in the matter of cheaper credit in the co-operative credit 
movement. The primary societies should serve as savings banks 
for their members and promote thrift ; the ordinary co-operative 
credit societies should confine themselves to dispensing short- 
term and intermediate credit, while long-term credit should be 
provided by the land mortgage banks. In order to popularise the 
co-operative movement and to x)romotc a sense of responsibility 
among the members of the society, the ofiicial control that now 
exists in certain provinces should be slackened. Great possi- 
bilities are seen in land mortgage banks : the development 
of well-organised joint-stock land mortgage banks for the 
benefit of the numerous classes of landowners who cannot be 
adequately served by the co-operative credit organisations is 
recommended. 

The Royal Commission on Agriculture in India and the various 
Provincial Banking Inquiry Committees have stressed the neces- 
sity of organising means for marketing agricultural produce ; one 
means to this end is the question of jjroviding warehouses and 
licensing them, so that the ryots can store their produce and wait 
for a rise in prices, instead of having to sell from the threshing- 
floor when the price is at its lowest level. Not only is there need 
for cheaper agricultural credit, but better credit facilities for rural 
industries are greatly needed. The establishment of co-operative 
institutions to finance rural industries on a larg(u‘ scale than at 
present, and the study of German experience in the field of 
co-operative organisation for small industries and small traders 
and retailers are recommended. To provide long-term capital 
for larger industries it is suggested that Provincial Industrial 
Corporations should be established with numerous branches. 

A subject of great interest for several years past has been a 
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Reserve Bank for India; a Bill was introduced by Sir Basil 
Blackett, but it had to be withdrawn because of the difference of 
opinion over the matter of control and the question of political 
interference. The report under consideration says : “ The foreign 
banking experts went so far as to say that it is one of our principal 
duties to recommend that the Reserve Bank should be established 
in India as soon as possible, and that this institution should be free 
from political influence. . . . VV^e accordingly consider it to be a 
matter of supreme importance from the point of view of thedevelop- 
ment of banking facilities in India, and of her economic advance- 
ment generally, that a Central or Reserve Bank should be created 
AT THK EARTJEST POSSIBLE DATE. The establishment of such a 
bank would by mobilisation of the banking and currency reserves 
of India in one hand tend to increase the volume of credit available 
for trade, industry and agriculture and to mitigate the evils of 
fluctuating and high charges for the use of such credit caused by 
seasonal stringency.” 

The financing of India’s foreign trade is a subject of considerable 
moment; most of that business is now done by the foreign 
Exchange Banks ; the Commission recommend on the establish- 
ment of the Reserve Bank and the simultaneous withdrawal of 
the restrictions now im])osed on the transactions of foreign 
exchange busim^ss of the Imperial Bank of India, the latter should 
be induced to take an active share in the financing of India's 
foreign trade. ... If, however, the Beserve Bank finds it im- 
possible to arrive at a satisfactory settlement with the Imperial 
Bank of India or finds that within the stipulated period the 
Imperial Bank is unable to participate actively in the financing 
of India’s foreign trade, the establishment of an Indian Exchange 
Bank is urged. The lines on which the new Indian Exchange 
Bank should be established arc also suggested. A new suggestion 
for the purpose of the further development of the Indian bill 
market is that the Reserve Bank Bill should permit the purchase, 
sale and rediscount of rupee import bills. Another valuable 
suggestion is that an all- India Bankers’ Association should be 
inaugurated as early as possible, and should include as members 
the joint-stock banks, the exchange banks, the Imperial Bank, and 
the indigenous bankers. There should be two kinds of member- 
ship : full membership open to banks and bankers enjoying 
rediscount facilities from the Reserve Bank, and associate member- 
ship open to the rest of the banks and bankers. 
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II. Regulation of Banking 

Because banks serve as repositories of the cash resources of all 
classes of individuals and institutions, the banking institutions of 
a country exercise a powerful influence on the economic life of its 
people, and should be regulated so as to safeguard the interests of 
depositors on whose confidence rests the entire banking structure 
of a nation ; it is also necessary for the developing of banking on 
sound lines. The Commission say that there arc two ways in 
which the existing regulations can be amplified : 

(1) By tlie promulgation of a sj)ecial Bank Act comprising 
the necessary provisions governing all banking institutions, 
and 

(2) By the amendment and amplification of the Indian 
(^^ompanics Act so as to jirovide for the additional matt(u*s 
which require to be dealt with by legislation. 

The Commission prefer the first alternative, wliich will, in our 
opiniun, be more convenient to the public as well as to the banks, 
and we recommend that a special Bank Act may be i)assed com- 
prising tlie existing regulations embodied in the Indian Companies 
Act with the modifications and additional provisions recommended 
below. The foreign banks operating in India should bo brought 
within the purview of the Act to the extent indicated in the report 
and provided for in the Act. 

Tlie need for such regulation of banking is seen in the many 
failures that have been experienced in India ; analysing the causes 
the Commission mention : 

Dishonest and incompetent management ; 

Bad and speculative investments ; 

Unrestricted loans given to directors or concerns in which 
they are interested ; 

The utilisation of short-term deposits for long-term loans ; 
Insufficient reserves ; and 
Insufficient liquidity of funds. 

The root cause of most of the disasters can be traced to defective 
management. 

The Commission’s recommendations for regulating banking 
in India include : 

Organisation, 

Management, 

Audit and Inspection, and 
Liquidation and Amalgamation. 
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Firms and companies using the term “ bank ” or its equivalent 
and desiring to be incorporated imdcr the Act should limit their 
activities strictly to banking ; there should not be allowed loans 
on the security of a bank’s own stock ; there should be a definite 
limitation of loans to directors, managers and members of the 
staff of the bank. Any bank, Indian or non-Indian, wishing to do 
banking business in India should be required to take out a licence 
from the Reserve Bank. Licences should be freely granted to the 
already established banks. The licensing authority should sec 
that the provisions of the law and any otluT conditions speoificul 
in the licences are complied with. Some of tliose provisions arc : — 
Every institution doing banking business in Jhitish India other 
than a foreign bank sliould Iiave a majority of natural-born or 
domiciled Indian directors. No new bank, other than a foreign 
bank, should be allowed to operate in British India unless it has 
a majority of Indian shareholders and is incorporated under tlic 
India law. A joint-stock bank with limitetl liability, registered 
under the Act, should not commence business until its paid-up 
ca 2 )ital is at least Us. 50,000. Its authorised capital shoidd not 
bo more than double tJio subscribed capital, and the paid-uj) 
capital should not ])0 l(‘s.s than 50 per cent, of the subscribed 
capital before commenccmient of business. It should be one of 
the fund ions of the Reserve Bank to lend its advice and co- 
operation in eas(‘s of amalgamation or reconstrudion of banks 
which are in diflicullios. There should be some aiTangement 
under which the Indian creditors of a non-Indian bank takem into 
li([uidation shoidd have a prior claim on its assets in India, and 
should also share in the general distribution of its assets outside 
India should there be a shortage in the assets held in India. 


II[. Banking Educatjon 

Any attcmjd to stimulate interest in commercial education 
and training before the close of last century was largely negatived 
by the lack of ambition and desire for such sulijeds on the part of 
Indian students. But during the past quarter of a century general 
interest in the question has been aroused, and now considerable 
efforts are made and facilities offewl to provide opportiwiity for 
the systematic study of commercial subjects, including banking. 
The Commission u cre decjdy interested in this phase of the banking 
question and recommended that in every University there should 
bo some arrangements for the training of students at recognised 
institutions for the courses of degi’ees in commerce instituted by 
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them. The suggestion that arrangements should be made by the 
Indian Institute of Bankers for University lectures and courses 
of instruction at different centres in the subjects included in the 
curriculum of the Institute is commended for the consideration 
of the Institute. It is worthy of notice that the Indian Institute 
of Bankers has recently decided to offer facilities for education in 
banking. The Institute was established in tlie year 1028 with the 
following among other objects : 

1. To encourage the study of tlie tlieory of banking and 
for that purpose to institute a scheme of examinations and to 
give cortifi('ates, scliolarships and prizes. 

2. To promote information on banking and kindred 
subjects by lectures, discussions, books and correspondence 
with public bodies and individuals. 

3. To collect and cir(*ulat(‘ statistics, and other information 
relating to the business of banking in India. 

4. To maintain a library consisting of works on banking, 
commerce, finance, political economy and kindred subjects. 

0 . To print and piiblisli sucli no\vsj)apers, periodicals, 
books, or leaflets as the Institute may eonsider advisable. 

The Commission wush that if it could be arraiiged, young 
Indians possessing high cpialifications should, after they have had 
a good preliminary training in banks in India, be sent abroad to 
study advanced banking, especially international excdiange and 
other subjects connected with currency and exchange. Wherever 
possible, instruction should be given in secondary schools in 
elementary accounting, di.scount, co-o])erative principles and 
elements of banking, and the subjects should be taught system- 
atically wherever introduced. 8ons of the indigenous banking 
families should be encouraged to join joint-stock banks. 

The big problem that W'c arc all facing to-day is the question 
of marketing. The ('ommission urge that closer study of agri- 
cultural marketing should be introduced in all the co-operative 
training institutes, and that co-operative educational institutions 
should be established in each province. The subjects to be studied 
should include co-operative education, propaganda, progressive 
farming methods, banking, accountancy, rural economy, market- 
ing methods and rural industry. There should be in addition an 
All-India Co-operative (College for the higher study of co-operation 
and allied subjects and research work. And further, tlie officers 
of co-operative, central and i)rovincial banks should have received 
full training at, and have ])assed the (‘xamination of, the co- 
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operative educational institutions, and this should be an essential 
condition governing the recruitment of the staff of officers. 

As to the rei)ort in general, the well-known Indian publicist, 
Mr. P. R. Srinivasan, editor of The Indian Finance, has this 
to say : 

“ The report of the Central Banking Incpiiry Committee is 
one of the few inquiries to which India will have to turn when she 
embarks, as she soon must, on a comprehensive programme of 
economic development. . . . It might look like indulging in a 
vague figure of speech ; but it is none tlic less sufficiently expressive 
to say tliat what we Avant is the establishment of national banking 
autonomy; that is, a banking system in which the activitie.s of 
the various banking institutions and various types of banks will 
be so co-ordinated and so harmoniously correlated, that the 
economic life of the nation will be enriched by the fullest con- 
tribution of everyone capable of real productive effort. . . . 

“ The Ikanking Committee has attcm]>ted to preserve a rigidly 
practical view-point without giving way to mere national senti- 
ment or yielding to the general cant of Indian unfitness for 
certain lines of business. The recommendations, though they 
may not satisfy the asi)irations of a few, are undoubtedly calcul- 
ated to pull Indian banking out of the morass into which it has 
fallen in recent years, and put it on the high-road that leads to what 
we call Indian banking autonomy.'' 

A. . 1 . Saunders 

American CoUvije, 

Univmiiij of Madraa, 



DR. IIAYEK ON ]\IONEY AND CAPITAL i 

To deal with the theory of money, from its doctrinal history 
down to the inevitable practical ])roposals, touching upon some 
of the most perplexing parts of the subject, and all this in four 
lectures, must have been a feat of eiulurance on tlie part of the 
audience as mucli as of the lecturer. For, however peculiar, and 
probably unprecedented, their conclusions may be, there is one 
respect in which tlie lectures collected in this volume fully uphold 
the tradition whicli modern writers on money are rapidly estab- 
lishing, that of unintelligibility. The fault must lie in the sub- 
ject itself, or in the theories which are directed to elucidate it, 
for thi.'. notoriously is the case even with writers otherwise the most 
lucid. And Dr. Ilayck himself in an excellent introductory 
lecture, in udiich he traces in the history of thought the sources 
of his own doctrine, is a model of clearness. 

Taken as a whole, there is this to be said in favour of the 
book— that it is highly provocative. Its one definite contribution 
is the emphasis it puts on the study of the ellects of monetary 
changes on the relative prices of commodities, rather than on 
movements of the general juice level on which attention has 
almost exclusively been focussed by the old quantity theory. But 
in every other resi)eet the inescapable conclusion is tliat it can 
only add to the prevailing confusion of thought on the sulqect. 

The starting-i)oint and the olqect of Dr. Hayek\s irupiiry is 
what he calls “ neutral money ” ; that is to say, a kind of money 
which leaves ])roductiori and the relative prices of goods, includ- 
ing the rate of interest, “ undisturbed,^’ exactly as they would 
be if there were no moiu^y at all. 

This method of approach might have something to recom- 
mend it, provided it were constantly kept in mind that a state 
of things ill wliich money is ‘‘ neutral ” is identical with a state 
in which there is no money at all : as Dr. llayek once says, if 
we eliminate all monetary influences on production . . . wc 
may treat money as non-existent ” (p. 109 ). Thus the parallel 
inquiry into ncnitral money ” and various kinds of real money 

^ Prices and Production. By Friodrirh A. llayok. London: George Rout- 
lodge and Sons, 10 . 31 . Pp. xv + 112 . 6,s. 
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would resolve itself into a comparison between the conditions of 
a specified nonmionetary economy and those of various monetary 
systems. 

We therefore might expect that Dr. Hayek would, in dis- 
cussing a number of assumed eases in which equilibrium is dis- 
turbed, compare the results in a moneyless economy with tlie 
corresponding results obtained under various monetary systems, 
or policies. This would bring out which are the essential char- 
acteristics common to every kind of money, as well as their 
differences, thus supplying the elements for an estimate of the 
merits of alternative policies. 

But the reader soon realises that Dr. Hayek completely 
forgets to deal with the task which he has set himself, and that 
he is only concerned with the wholly different problem of prov- 
ing that only one particular banking policy (that which main- 
tains constant under all circumstances the quantity of money 
multiplied by its velocity of circulation) succeeds in giving full 
effect to the “ voluntary decisions of individuals,’* especially in 
regard to saving, whilst under any other policy these decisions 
are “ distorted ” by the “ artificial ” interference of banks. 
Being entirely unaware that it may be doubted whether under a 
systt'in of barter tlic decisions of individuals would have their 
full effects, once he has satisfied himself that a policy of constant 
money would achieve this result, he identifies it with ‘‘ neutral 
money ” ; and finally, feeling entitled to describe that policy as 
“ natural,” he takes it for granted that it will be found desirable 
by every right-thinking person. So that “neutral” money, 
from being in the first lecture the object of theorcti(.‘al analysis 
(p. 28), is shown in the body of the book to be “ not merely 
entirely harmless, but in fact the only means of avoiding mis- 
directions of production ” (p. 89), and in tlic end becomes “ our 
maxim of policy ” (p. HUi). 

If Dr. Hayek had adhered to his original intention, he would 
have seen at once that the differences between a monetar}^ and a 
non -monetary economy can only be found in those characteristics 
which are set forth at the beginning of every text-book on money. 
That is to say, that money is not only the medium of exchange, 
but also a store of value, and the standard in terms of which 
debts, and other legal obligations, habits, opinions, conventions, 
in short all kinds of relations between men, are more or less 
rigidly fixed. As a result, when the price of one or more com- 
modities changes, these relations change in terms of such com- 
modities; while if they had been fixed in commodities, in some 
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specified way, they would have changed differently, or not at all. 
Upon this basis it would be possible to find the monetary policy 
the effects of which are the nearest to a given non-monetary 
system. 

It would be idle to rehearse these platitudes had not Dr. 
Hayek completely ignored them in his arguments. The money 
which he contemplates is in effect used purely and simply as a 
medium of exchange. There are no debts, no money-contracts, 
no wage-agreements, no sticky prices in his suppositions. Thus 
he is able to neglect altogether the most obvious effects of a 
general fall, or rise, of prices. This attitude, which amounts to 
assuming away the very object of the inquiry, appears to originate 
in a well-founded objection to the vagueness of the conception of 
‘‘ the general price-level '' understood as anything different from 
one out of many 2)ossible index-numbers of prices, and in the 
oj)inion that such a conce2)tion can have no 2)lace in a theory of 
money. Such a theory, according to him, ought simply to con- 
sider the influence of money on the relative prices of commodities — 
which is excellent, provided that money itself is one of the com- 
modities under consideration; but Ur. llayek goes further and 
rejects not only the notion of general 2)rice-level but every notion 
of the value of money in any sense whatever (see e.g. 2 )p. 7 and 
27 ). Having thus reduced money to utter insignificance, it is 
easy for Dr. Hayek to 2^i’ove to his own satisfaction that, if its 
quantity is kei)t constant,' money is “neutral’' in the sense 
that after a disturbance, such as an increase of saving, the new 
equilibrium of 2^roduction and of ndative 2^ric^cs is reached as 
smoothly as if no money existed. And, since he also im 2 )artially 
deprives money of its essence when he considers alternative 
monetary policies, it is inevitable that money should again be 
found to be “ neutral,” and the effects should be identical, that 
is to say, equally immaterial. But Dr. Hayek invariably finds, 
when he comes to com2)aro the effects of alternative policies in 
regulating this emasculated money, that there is an all-important 
difference in the result, and that it is “ neutral ” only if it is 
kept constant in quantity, whilst if the quantity is changed, 
the most disastrous effects follow. 

The reader is forced to conclude that these alleged differences 
can only arise, either from an error of reasoning, or from the 

I follow Dr. Hayok’s prantico of using “ the quantity of money ” ns shoi’t 
for the quantity of money multiplied by its velocity of circulation although 
it is a dangerous orniHsion which leads him to overlook that the velocity is bound 
to change as the direct result of a change in pri(!OH. 
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unwitting introduction, in working out the efEccts of one of the 
two systems compared, of some irrelevant non-monctary con- 
sideration, which produces the difference, attributed to the 
properties of the system itself. The task of the critic, therefore, 
is the somewhat monotonous one of discovering, for each step of 
Dr. Hayek’s parallel analysis, which is the error or irrelevancy 
which causes the difference. This will be done only for one or 
two of these cases in the course of the present review. But from 
the beginning it is clear that a methodical criticism could not leave 
a brick standing in the logical structure built up by Dr. Ilayek. 

A considerable part of the book is taken up by jneliminaries 
about the relations between the (puiuiity of capital and the 
length of the process of production and about the j^roportions 
in which the flow of money is divided between the purchase of 
consumers’ goods and the purchase of producers’ goods. Dr. 
Hayek as it were builds up a terrific steam-hammer in order to 
crack a nut — and then lie does not crack it. Since we are 
primarily concerned in this revicAV with the nut that is not cracked, 
we need not spend time criticising the luimmcr. The part which 
its description plays in tlie book is little more than that of obscur- 
ing the main issue ; a maze of contradictions makes the reader so 
completely dizzy, that when he reaches the discussion of money 
he may out of desjiair be prepared to believe anything. ^ 

The only point that need be retained is that Dr. Hayek 
conceives of saving as an increa.se in the proportion of the total 
flow of money that is directed to the purchase of producers’ 
goods, as opposed to the iiroportion tliat is directed to the pur- 
chase of consumers’ goods. When we start fiom the usual point 
of view, which regards consumers as deciding to save a part of 
their net income, the accumulation of capital proceeds, and no 
etpiilibriuin can be established, until the consumers revert to the 

‘ Tho ossontial ooiitnulirtion is that Dr, Hayok must l)<»<h assiimo that tho 
“ consumers” aro tlio saino iiidiviUuals as tho “ ontropronours," and that they 
nro distinct. For only if they aro uleiitical can tho ennsiiinors* tlcoisioiis to save 
take tho form of a decision to alter tho “ proportions ” in wliicli tlie total gross 
receipts aro tlivhlotl bet wo('ii t)io ])urchase of consuiiiors goods and tho purchase of 
jjrotlucers’ goods; and tally if Iht'y aro tiisfinct has (lu' coiitiast between eredits 
to prod I leer's,” w'liich art» ustvl tt) buy jirotlucei’s goods, and cretlils to con- 
sumers,” W'hicli are useil to buy coiisuiuoi's gooils, any detiiiito inoaiuiig. As a 
result W'o are alternately ttiUl that the “ tlocisioiis to sa\o am taken by tho 
consumers ” (p. 40), by ” the entrepreneurs ” (p. 45), or even by ” the industries ” 
(p. 58). This makes a pair with tho kintlivtl though distiiurt contradietion of 
assuming in tho same context that iiitermodialo products iio\ei chango hands 
against money (p. 38), and that they chango hands against money in equal 
intervals of time (pp. 41-42). 
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practice of consuming the whole of their net income. But when 
we start, with Dr. Hayek, from the gross receipts, saving means a 
decision to change the proportions in which those receipts are 
spent on producers’ and consumers’ goods; accumulation then 
proceeds for a limited period, after which equilibrium is reached, 
although the new proportions are i)erjnaneiitly maintained ; 
though this, it may be noticed, applies only to a very peculiar 
case, and not, as Dr. Hayek seems to believe, in general; but 
since, even within the limits of that case, Dr. Hayek’s further 
conclusions appear to be invalid, the point need not detain us 
any longer.^ 

The central topic; of the book is the analysis of the accumula- 
tion of capital in a monetary economy. Accumulation, Dr. 
Hayek says, can take 2 )lace in two ways : either as a result of 
changes in the volume of voluntary saving, or as a result of a 
change in the quantity of money which alters the funds at the 
disposal of the enlreprerunirs for the i)urchase of ]>ro(lucers’ 
goods.*’ 

If savings arc “voluntary,” consumers place certain sums of 
money in the hands of tlie entrepreneurs, who use them for 
lengthening the ])rocess of i)roduction, and thus caj)ital aeemnu- 
lates. Ski])ping over the difficulties of the transition, Dr. Hayek 
concludes that the accumulation comes to a sto]) when saving 
ceases, and a new equilibrium is reached, where the same quantity 
of labour uses a larger quantity of capital, the output of con- 
sumption goods is larger and all prices, he assumes, arc lower. 
The effect thus realised “ is one which fulfils the object of saving 
and investing, and is identical with the effect which would have 
been produced if the savings were made in kind instead of in 
money ” (p. 49). 

His next ease is that of “ forced saving.” If, when no savings 
are being made, the banks expand the circulation, by means of 
“ credits granted to producers,” the initial effects will be the 
same as those of voluntary saving ; the cntrcprejiciirs will use 
the additional funds placed at their disposal to lengthen the 
process of production, and cai>ital will bo accumulated. An 
appropriate degree of inflation through loans “ to producers ” 
will bring about exactly the same results as voluntary saving; 

1 Tho extreme instanro of intogratoU firms (pp. 59-60), if nof Ling else, sliouki 
have waniod Dr. Hayok that his mothod is not applirablo in ^^cnoral, ami put 
liim on tho track to finding; its limits, whic h aro oxtroinoly narrow ; for in tliat caj?o 
he is driven to assume that tho monoy saved is hoarded for a time, thus directly 
contradicting his postulate that tho quantity ol money multiplied by its velocity 
IS constant. 
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and a new situation will bo reached, similar to it in all respects, 
except that .all prices will be higher; liigher, that is to say, as 
compared with the similar situation due to voluntary savings, 
but not necessarily, it should be noticed, as compared with the 
initial situation; on this latter basis, some prices may be higher 
and some lower. 

It would appear that the parallelism is due to our having 
ignored the secondary elTccts of a general fall or rise of ])rices. But 
Dr. Hayek has undertaken to avoid the concept of “ value of 
money *’ ; and at the same, time lie must impress us with the 
benefits of voluntary saving, and the evils of inflation. lie 
therefore accepts the above (‘onclusions, as far as they go, and 
must now try to find in a dillerent set of considerations the 
reasons why inflation has not the same elfects as saving. 

The true diflereiu'o bi'tween the two cases is, .according to 
him, that the change in the structure of production brought 
about by saving is permanent, being due to the “ voluntary 
decisions of individuals ” ; whereas the same change, if due to 
inll.ation, is “ forced,” and therefore the consumers, as soon as 
inflation ce«ases and their freedom of action is restored, will 
proceed to consume all the capital accumulated against their 
will, and re-eslablish the initial ])osition. 

'J1iat the position reached as the result of voluntary sav- 
ing ” will be one of cipiililirium (under Dr. llayek's tacit assump- 
tion that the conseciueiit fall in the rate of interest is irrelevant 
to the equilibrium) is clear enough; though the conelusioii is 
not strengthened by tlu* curious reason be gives for it.^ 

.But equally stable would be that iiosition if brought about by 
inllation; and Dr. Jlayek fails to jirove the eontrarv. In the 
ease of inflation, just as in that of saving, the accumulation of 
capital lakes place through a veductioii of consumption. “ But 
now this s.acriilce is not voluntary, and is not made by those 
who will reap the benelit froni the new Divestments. . . . There 
can be no doubt lliat, if their money receipts should rise again 
[and this rise is hound to happen, as Dr. ilayok promises to 
prove] they would immediately atteuqit to expand consumption 

* Tho n'asoii pivoii ia that “ ainco, aftar llio cluingo luul been aaiiipletoU, thoso 
})or«oiia [?.(’. tlio savorsj would got a groalor proportion of tlio total real iiicoino, 
thoy would lia\'0 no roii.soii ” to oonsnnu) tho nowly acquii-LMl l apital (p. ;)2). J^ut 
it is not. iKM ossnrily true that thoso persons will got a greater proportion of tho 
total roal iiicomo, ami if tlio fall in tho rate of interest is largo enough thoy ^vill 
got a ■smaller proportion; and anyhow it is tlitUeult to soo Imw tho proportion of 
total income which falls to thorn ean bo rolovaiit to llio “ iloeisions of imlividuals.” 
I)r. Hayek, who extols tho imaginary aehiovoments of tho “ subjective nictliod ’ 
in economics, often succeeds in making patent nonsense of it. 
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to the usual proportion,” that is to say, capital will bo reduced 
to its former amount ; such a transition to less capitalistic 
methods of production necessarily takes the form of an economic 
crisis ” (p. 53). 

As a moment’s reflection will show, “ there can be no doubt ” 
that nothing of the sort will happen. One class has, for a time, 
robbed another class of a part of their incomes ; and has saved 
the plunder. Wlicn the robbery comes to an end, it is clear 
that the victims cannot 2 )ossibly consume the capital which is 
now wtII out of their reach. If they are wage-earners, who have 
all the time consumed every iienny of their income, they have no 
wherewithal to expand consumiition. And if they arc cajntalists, 
who have not shared in tlie jflundcr, they may indeed be induced 
to consume now a i)art of their caiiital by the fall in the rate of 
interest ; but not more so than if the rate liad been lowered by 
the “ voluntary savings ” of other people. 

We should expect that Dr. Hayek, having satisfied himself 
that the “ artificial stimulant ” of inflation in the shape of ju'o- 
ducers’ credits cannot do any good and cause an accumulation of 
capital, would conclude that in its opposite form of consumers’ 
credits it is equally incapable of doing harm by i)revcnting 
voluntary accumulation. But now that he secs his chance he 
cannot resist the temptation and must let the damned thing 
run its full course of destruction. 

Accordingly, in his next case he finds that if, when the con- 
sumers decide to save, additional money is issued through con- 
sumers’ credits to the extent required for rc-csta Wishing the 
former proportion between the demand for consumers’ goods 
and the demand for producers’ goods, “ the ojily cfTect of such an 
increase of consumers’ money incomes would be to frustrate the 
effect of saving ” (p. 57). And from this it follows that inflation 
through consumers’ credits, when no voluntary savings were 
being made, would be effective in decreasing cajiital. Thus Dr. 
Hayek will have it ])oth ways. 

If this were not sufficient to show that Dr. Ifayek’s discussion 
is utterly irrelevant to money and to inflation, one or two further 
cases which he has overlooked might be considered. Thus, on 
his assumptions, if the banks increased the circulation but appor- 
tioned the additional money l)ctw^een consumers’ and producers’ 
credits so as not to disturb the initial “ proportions,” nothing 
would ha 2 )pen. And, on the other hand, if, as their outstanding 
loans fall due, they changed the “ proportions ” by increasing 
the quantity of producers’ credits to the same extent as they 
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decreased the q^uantity of consumers’ credits, the efTccts would 
be the same as in the case of the “ inflation ” effected through 
producers’ credits although the circulation would remain un- 
changed ; and conversely for consumers’ credits. 

What has happened is simply that, since money has been 
thoroughly “ neutralised ” from the start, whether its quantity 
rises, falls, or is kept steady, makes not the slightest difference ; 
at the same time an extraneous clement, in the shape of the 
supposed power of the banks to settle the way in which money 
is spent, has crept into the argument and has done all the work. 
As Voltaire says, you can kill a flock of sheep by incantations, 
plus a little poison. 

Dr. Hayck’s tlicory of the relation of money to the rale of 
interest is mainly given by way of criticism and development 
of the theory of Wickscll. lie states his own position as far as it 
agrees with Wicksell’s as follows : — “ In a money economy, the 
actual or money rate of interest may differ from the equilibrium 
or natural rate, l)Ocause the demand for and the sup])ly of cai)ital 
do not meet in their natural form ])ut in the form of money, 
the quantity of wliicli available for capital purposes juay be 
tarlnirarily changed by the banks.” ^ 

An essential confusion, which appears clearly from this state- 
ment, is the belief that the divergence of rates is a characteristic 
of a money economy : and the confusion is implied in the very 
terminology adopted, wliich identities the “ actual ” with the 
“ money ” rate, and the “ equilibrium ” with the natural ” 
rate. If money did not exist, and loans were made in terms of 
all sorts of commodities, there would bo a single rate which 
satisfies the conditions of equilibrium, but there might be at any 
one moment as many “ natural ” rates of interest as there arc 
commodities, thougli they would not be ” equilibrium ” rates. 
The “ arbitrary ” action of the banks is by no means a necessary 
condition for the divergence; if loans were made in wheat and 
farmers (or for that matter the weather) arbitrarily changed ” 
the quantity of wlieat produced, the actual rate of interest on 
loans in terms of wheat would diverge from the rate on other 
commodities and there would be no single equilibrium rate. 

In order to realise this we need not stretch our imagination 
and think of an organised loan market amongst savages bartering 
deer for beavers. Loans arc currently made in the present world 

* Pp. 20-21. “ Kquilibriiiiii rate ” is tho iorin Dr. Hayek proposes to substitute 
for Wicksoirs “ natural rate.” 

No. 165. — VOL. XLIl. K 
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in terms of every commodity for whicli there is a forward market. 
When a cotton spinner borrows a sum of money for three months 
and uses the proceeds to purchase spot, a quantity of raw cotton 
which he simultaneously sells three months forward, he is actually 
“ borrowing cotton ” for that period. The rate of interest which 
he pays, per hundred bales of cotton, is the number of bales 
that can be purchased with the following sum of money : the 
interest on the money required to buy spot 100 bales, plus the 
excess (or minus the deficiency) of the spot over the forward 
prices of the 100 bales. 

In equilibrium the sjDot and forward price coincide, for cotton 
as for any other commodity; and all the ‘'natural” or com- 
modity rates are equal to one another, and to the money rate. 
But if, for any reason, the supply and the demand for a com- 
modity are not in equilibrium {i.e. its marlvct price exceeds or 
falls short of its cost of production), its spot and forward prices 
diverge, and the “ natural ” rate of interest on that commodity 
diverges from the “ natural ” rates on other commodities. Sup- 
pose there is a change in the distribution of demand between 
various commodities; immediately some will rise in ])rice, and 
others will fall; the market will expect that, after a certain time, 
the supply of the former A\'ill increase, and the aiipi)ly of tho 
latter fall, and accordingly the forward price, for tho date on 
which equilibrium is expected to be restored, will be below tho 
spot price in the case of the former and above it in the case of 
the latter; in other w’ords, the rate of interest oti the former 
will bo higher than on the latter. It is only one step to pass 
from this to the case of a non-money economy, and to sec that 
when equilibrium is disturbed, and during the time of the transi- 
tion, the “natural” rates of interest on loans in terms of the 
commodities the output of which is increasing must be higher, to 
various extents, than tho “ natural ” rates on the commodities 
the output of wliich is falling ; and that there may be as many 
“ natural ” rates as there are commodities.^ It will be noticed 
that, under free competition, this divergence of rates is as essential 
to the effecting of the transition as is the divergence of prices 
from the costs of production; it is, in fact, another aspect of 
the same thing. 

This applies as much to an increase of saving, which Dr. Hayck 
regards as equivalent to a shift in demand from consumers’ to 
producers’ goods, as to changes in the demand for or tho supply 

1 And, for oaoh commodity, ttioro will bo dilToront ratoB for loans of different 
lengths. 



I932J HR. IIAYEK ON MONEY AND CAPITAL 51 

of any other commodities. In criticising Wicksell for having 
prescribed as the criterion of “ neutral ’* money the incompatible 
aims of a stable price-level and of equality of the money rate 
with the natural rate, he says that in a society in which there 
are additions to the supply of savings, “ to keep the money rate 
of interest at the level of the equilibrium rate would mean tliat 
in times of expansion of production the price-level would fall. 
To keep the general price-level steady would mean, in similar 
circumstances, that the loan rate of interest would have to be 
low cred below the equilibrium rate. The consequences would be 
what they always are when the rate of investment exceeds the 
rate of saving ” (p. 24). 

But in times of expansion of production, due to additions to 
savings, there is no such thing as an equilibrium (or unique 
natural) rate of interest, so that the money rate can neither be 
equal to, nor lower than it: the “naturar’ rate of interest on 
])rodiiccrs’ goods, the demand for whic4i has relatively increased, 
is higher than the “ natural” rate on coTKSumers’ goods, the demand 
for which has relatively fallen. This, however, though it meets. I 
think, Dr. llayek’s criticism, is not in itself a criticism of Wicksell. 
For there is a “ natural ” rate of interest which, if adopted as 
bank-rate, will stabilise a price-level (i.e. the price of a composite 
i'ommodity) : it is an average of the natural ” rates of tlie 
commodities entering into the price-level, weighted in the same 
way as they arc in the price-level itself. What can be objected 
to Wicksell is that such a price-level is not unique, and for any 
composite commodity arbitrarily selected there is a corresponding 
rate that w'ill equalise the purcJiasing j^owTr, in terms of that 
comi)osito commodity, of the money saved and of the additional 
money borrow'e<l for investment. Each of tliese monetary 
policies will give the same results in regard to saving and borrow- 
ing as a particular non-monctary economy — that is to say, an 
('coiiomy in which tJic selected composite coraniodit\' is used as 
the standard of deferred payments. It appears, tliercfore, that 
these non-monctary economics retain the essential feature of 
money, the singleness of the standard ; and we arc not much the 
wiser wlien we have been shown that a monetary jiolicy is 
‘‘ neutral ” in the sense of being equivalent to a non-monetary 
economy which diilcrs from it almost only by name. 

As for the other conceivable and more truly non-monetary 
economies, in wdiich different transactions are fixed in terms of 
different standards, there are no monetary policies which can 
exactly reproduce tlieir results. Which perliaps matters very little. 
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since the essential consequence of a divergence between the demand 
and the supply of consumption goods is common to monetary and 
non-monetary economies. In so far as the consumption goods 
saved arc perishable, they must be consumed by somebody or 
go entirely to waste ; and in so far as they arc durable, and can 
be stored up, they are partly wasted for a time and partly con- 
sumed by others than the savers (since their spot price must 
fall to make storing worth while). With or without money, if 
investment and saving have not been planned to match, an 
increase of saving must prove to a large extent “ abortive.” On 
the other hand, the conception underlying the inquiry into 
neutral money appears to be this : when savings take place in 
a non-monetary economy a stream of finished goods, which 
might be consumed, is diverted from consumption into invest- 
ment — the problem is to find a monetary policy which docs not 
interfere with the stream. But the stream is a delusion. When 
it flows safely into investment, it has never flown out of the 
savers’ hands in the shape of coxisumers’ goods — jiroduction must 
have been so planned ahead as not to produce the unwanted 
goods ; and when the saved goods flow out of the consumers’ hands, 
they do not reach investment unimpaired. Tims, to lioiTow a 
distinction due to Mr. Robertson, savings may be the “ induce- 
ment ” but cannot in general be the ‘‘ source ” of investment. 

Dr. Hayek’s own solution of the problem as opposed to tluit 
of Wicksell is contained in the following passage, whudi should 
be read keeping in mind that liy ‘‘ supply of capital ” he means 
“ voluntary saving,” and that “ amount of the circulation ” is 
an abbreviation for amount multiplied by the velocity of circula- 
tion. “ It is perfectly clear that, in order that the supply and 
demand for real capital should be equalised, the banks must 
not lend more or less than has been deposited with them as 
savings. And this means naturally that they must never change 
the amount of their circulation ” (p. 23). 

We arc kept languishing for the clue to this “ perfectly clear ” 
mystery until, at the very end of the Ixook, it flashes upon us in 
Dr. Hayek’s definition of real capital : ‘‘ ‘ Real capital ’ stands 
here as the only short (but probably misleading) expression whicli 
I can find for that part of the total money stream which is avail- 
able for the purchase of producers’ goods ” (p. 108, my italics).^ 


^ Tho doubt that the dermition may apply only to a rliffuront conioxt 
di.spollod by its occurring in a fo(jtrioto attached to tho following text : — “ The 
natural ’ or oquilibriuin rate of iniorcst which would oxcludo all doinands for 
capital which exceed tho supply c;f real capital. . . 
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Misleading indeed ! The epithets money and real (applied to 
wages, costs, incomes, etc.) having always been used as opposites, 
Dr. Hayek coolly “ defines ” them as synonyms. And he is the 
first to be misled, for he uses this argument as a criticism of 
Wicksell, who by real capital means real capital and not money 
capital. And he is also misled into believing that he has proved 
something about “neutral” money, when he is far away from 
the barter economy in which real capital can be anytliing but a 
quantity of money. 

His statement might now be translated back into ordinary 
language as follows : — “ In order that the sum of money borrowed 
for investment should be equal to the sum of money saved, 
bank loans must increase neither more nor less than the amount 
that is deposited with them as savings.” And finally, to complete 
the picture, we should add two modifications which Dr. Hayek 
has introduced in the (later) German version of his book.^ The 
first is an exception : the banks must not lend more than has 
been deposited with them as savings “ or at most such amounts 
in addition which, though saved, have not been invested ” (p. 2G). 
The second is a luuv (li‘finition of savings : when some firms are 
making losses, “ only tlie excess of savings over the amount 
necessary to balance these losses, or net can be regarded 

as an increase of the demand for means of production ; and when 
in what follows we speak of savings we mean always and exclusively 
savings in this sense ” (p. 49). 

'J’hus defined and transformed this will not sound unfamiliar 
to readers of Mr, Keynes’ Treatise on Money ; in elfect, it appears 
that Dr. Hayek in running away from his problem of neutral 
money has landed himself right in the middle of Mr. Keynes' 
theory. And here this review must stop, for space does not 
allow of an adequate criticism of the new and rather unexpected 
position taken up by Dr. Hayek. 

Piero Skaffa 


‘ l*reise iiml ri' 0 (lullioHf Wuni, Julius Spriugor, 1931. 
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Economia poUtica contemporanea. Saggi di cconomia c finanza 
ill oiiore del Prof. Camillo Supino. (Padua : Cedam. 1930. 
Two vols. Pp. 440 and 491.) 

La crm delV imposta pcrsonale snl reddito. By E. II’Albkrgo. 

(Padua: Cedam. 1931. Pp. viii -|- 165.) 

IJhnpoalzione delle imprese di caratiere InlemazionaJe. By M. 

PuGLiKSE. (Padua: Cedam. 1930. Pp. viii -|- 140.) 

Le tdsse nella scienza e net diriilo positivo italiano. By IVl. 

PlTGLiESE. (Padua: Cedam. 1930. Pp. 122.) 

Lj^JUdia (ifjricola odierna. By F. ViRCJii.ir. (Milan: Ulrico 
Iloi pli. 1930. Pp. 386.) 

Le vicende del marco tedesco. By C. Bresctani-Ti:rron r. Anntdi 
di Economia, Vol. VIT, Nos. 1 and 2. 1931. (Milan : 

Universita Boecoiii. Pp. xxiv + 5{)6.) 

I sindacad induf^lriali. FRANCEsro \"ito. (Milan : \'ita o 

PeiLsicro.” 1030. Pp. 331.) 

I finanziamenti iniziali d'impresa. Lc emi'^sioni di azioni e di 
obbligazioni. Pietro Omda. (Milan : Induslrie (iraficlu* 
Italiane Stuoehi, 1931. Pp. 435.) 

In onore e ricordo di (jUJjseite Prato : ^aggi di dor in e icoriu. 
economica, (Regio Lstituto Supei’iore di Seienze Economiche 
e Commerciali, Torino. 1931. Pj). 656.) 

In two bulky volumes containing together more than 900 
pages are assembled articles, which have been written by forty- 
four economists of different countries, in honour of the fiftieth 
anniversary of Pj'ofcssor (Jamillo Supino’s tenure of the Chair 
of Economies in the University of Pavia. It is a goodly company 
of distinguished names, and the papers, which appear in four 
languages (Italian, (ferman, English and French), cover, as befits 
the versatility of Professor Supino himself, a wide range of 
subjects from economic history to controv(U’sial cpicstions in 
modern ecjonomic theory. The majority of the contributions 
arc, however, only of minor or ephemeral interest, one outstand- 
ing exception being an article of 50 pages by Professor H. Mayer 
of Vienna, entitled “ Die Wert- und Prcisbildung der Produk- 
tionsmittel,’’ which is an exceedingly closely reasoned study of 
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the problem of imputed value in relation to factors of production. 
Attention may also bo drawn to the following : “ Die Kritik des 
Bodenrentengesetzes,” by L. V. Birck; “I limit! del trasferi- 
mento di un tributo,” by 0. Bresciani-Turroni ; and “Die 
Theorio dor Steuerverteilung,” by E. vo?i Bcckcrath. It is 
unfortunate that the proof-reading of the non-Italian articles, 
especially of those in German, has been very faulty, a defect 
which is particularly serious in the case of Professor Mayer’s 
article referred to above, where, in addition to a number of mis- 
prints, a large part of one sentence (Vol. II, p. 36) has evidently 
been omitted. 

The first part of Professor D’Albergo’s book is devoted to 
a criticism of the systems of taxation of income Jiow in force 
in most countries. It is contended, firstly, that taxes on total 
“ net ” iiK'ome arc unccpial in incidence, inasmuch as it is in 
practice impossible to stop a groat deal of evasion; secondly, 
iliat tlieir inquisitorial character renders them obnoxious to the 
taxpayer ; thirdly, that a personal tax on income from all sources 
is becoming increasingly inap])ro 2 )riate in view of the progressive 
extension of large productive cor 2 )orations, which should more 
suitably be themselves the objects of taxation; fourthly, that 
the tax on total income strikes, e.g, in tlie case of interest pay- 
ment, that part of income which forms the necessary siqiply 
juice of cajiital, instead of only striking incomes wliieh are in 
excess of tliis amount; lastly, that it tends to restrict accumula- 
tion and penalise saving. The author juocecds, in the light of 
recent legislation in Belgium (Law of 1030), to discuss and 
ai)provc of a method of income taxation wliicli is levied only 
on income spent, to the exclusion of income saved. The Belgian 
Law abolishes the direct tax on total income and substitutes a 
progressive tax on expenditure assessed in accordance with cer- 
tain objective criteria, which come under five categories — (1) the 
letting value of dwellings, (2) the lotting value of the furniture 
contained in the said dwellings, (3) domestics and other persons 
in the i)ersonal employ of the taxpayer, (I) horses used for 
pleasure or sport, (5) motor-ears, boats, steam, motor or sailing 
ships, aeroplanes. Tiie indices of exjieiiditure in rcs 2 )ect of 
furniture and domestics arc reduced in amount in accordance 
with the size of the family in question. The lower limit of 
exemption of incomes thus assessed is 20,000, 24,000 or 30,000 
francs, according to the size of the commune, while the tax 
ranges from 1 per cent, where the assessment is below 60,000 
francs to a maximum of 15 per cent, where it is 340,000 francs 
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or over. Furtlier, if the total assessed income of the taxpayer 
in respect of three otlicr “ real ” taxes for which he may be 
liable (the tax on income from land, the tax on income from 
professions and the tax on income from capital) exceeds 300,000 
francs and is greater than the assessment resulting from the 
indices of expenditure, the tax on income spent is based on the 
mean of the two assessments. The writer criticises this ingenious 
system for tlie excessive simplification of the indices and for the 
relatively high limit of exemption, but strongly api)roves of the 
general principle, for the extension of which (combined with an 
appropriate system of “ real ” taxes) he pleads with much fervour. 
The last part of this volume comprises a short contribution by 
Professor Dertilis, wlio describes an income tax of a somewhat 
similar character, based on indices of expenditure, which has 
recently been adopted in Greece. 

Professor Pugtjese discusses in an interesting monograph 
the problem of the taxation of undertakings which have an 
internaiional field of action. He is therefore chiefly concerned 
with the rival methods of taxation in accordance with “ origin 
and in accordance with domicile,” and so with the attcm 2 )ts 
to avoid the double taxation to which the simultaneous applica- 
tion of these methods in different countries now gives rise. He 
comes to the conclusion, largely on juridical grounds, that the 
jHinciplc of origin ” is to be jHcf erred to that of domicile, one 
practical result, lio^vevcr, of which would be, as lias often been 
pointed out before, to cause almost the whole burden of relieving 
double taxation to fall on the main creditor countries. His own 
practical contribution towards a solution of the problem is 
attractive in principle but exceedingly difficult in application. 
He proposes that by an international convention to be convened 
by the League of Nations the different States should agree to 
draw up a list of undertakings of an international character 
each of which should be subjected as a unit to a tax levied on 
the whole undertaking. The tax thus levied would be distributed 
in accordance witli somewhat complicated criteria worked out 
by the author, an)ong all the countries in which the undertaking, 
in one form or another, is doing business. There would bo a 
right of api)eal to an international fiscal court, and the sums 
would be paid into a central fiscal office, which it is suggested 
might be linked up with the Bank for International Settlements, 
each Government being credited with tlic amount duo to it. 
Any such proposal, and in general the whole attitude of the 
writer towards the question at issue, seems to leave out of 
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account the very wide divergences that exist between the fiscal 
practice of different countries as to the ai)propriate level of 
direct taxation of industrial profits. It seems impossible to 
conceive of any uniform rate of taxation of a company, which 
had branches both in England and in Franco, which would be 
acceptable at once to the British and to the French Governments. 
Nevertheless, the book is a useful contribution to a very thorny 
problem and one that is of growing importance at the present 
day. 

In his second book Professor PtroLiESE takes up the often 
disputed question of the exact nature of the fees levied by the 
State in respect of services rendered by it. He disputes the view 
that a fee is inherently a j^rice which, like any other price, should 
be brought into equivalence witli the utility to the recipient of 
the service, and declares that ‘‘ A fee is a tribute, a compulsory 
levy paid to the State by the person who benefits in a special 
manner from the juridico-adm ini st rati ve services the perform- 
ance of which is inherent in the sovereignty of the State.” 

Professor ViRonai has written a long and detailed account 
of the development of agriculture in Italy since 1860, with special 
reference to the period since the War. He describes with the 
easy mastery of one who is completely familiar with the facts 
the fluctuating fortunes of the “ battle of grain ” ; the “ bonifiea 
integrale ” — the ambitious Fascist ])i‘oject for reconstructing 
rural life in Italy; the reform of the w? r/ayer system of Tuscany; 
and then considers in detail the principal agricultural products 
of Italy — wheat, wine, silk, hemp and tobacco. Professor 
Virgilii combines a very extensive know- ledge of the practice of 
agriculture in different parts of Italy witli the breadth of outlook 
of the trained thinker. He has written a book w'hich will be 
indispensable for anyone who wishes to understand the recent 
agricultural progress of Italy and the agrarian policy of the 
Fascist Government. 

The Annali di Economia for the year 1931 consists of a single 
volume of GOO pages in which Professor Bresciaiii-Turroni, wdio 
has held the (%air of Economics at tlie University of Cairo, has 
(iolleeted, with additions and emendations, a number of lengthy 
articles he has published in recent years on the history of the 
German mark from 1918 to 1921. 

The writer was for a time on the staff of the Reparation Com- 
mission in Berlin ; he was later head of the control over German 
exports which was set up in 1921 by the (^ommittee of Guarantees, 
and subsequently economic adviser to the Agent-General of 
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Reparations. He has thus had unrivalled opportunities, for a 
non-German, for observation at first hand of the whole dramatic 
career of the mark from the end of the War down to the completion 
of the first year of stabilisation, and it is probable that he is 
better qualified to write on this subject than anyone else living, 
at least outside Germany. As told in his singularly lucid and clear 
style, the story is an enthralling if at times a tragic one. 

There arc hardly any phases of importance in the course of the 
mark vliicli the writer does not discuss and illuminate. In 
particular lie devotes chapters to the influence of the depreciation 
and stabilisation of the mark on the balance of trade, the state of 
the public finances, the volume of production, the foreign trade of 
Germany, the stock markets, the distribution of wealth and social 
consequences in general. Througliout those chapters and in a 
discussion of the relation between the internal and external 
purchasing power of the mark he throws into strong relief the 
contrast between the economic phenomena which characterised 
the earlier period of more gradual depreciation down to the latter 
part of 1922, and the consequences of the headlong collapse of 

1923. One of the most interesting chapters is that in which ho 
accounts for the apparent paradox of the successful stabilisation 
of the gold value of the mark between November 1923 and July 

1924, during which period the circulation of paper marks increased 
by more than ten times; a new currency -the Rentenmark — ■* 
was issued in addition to the pajier marks and to a value of 
nearly £100,000,000 measured in sterling; and tlie )>alanco of 
trade was becoming with each month increasingly adverse. 

In allocating res2)onsibility for tlie collapse of the mark, 
Professor Brcsciani-Turroni regards the enforced j^ayment of 
reparations as a factor of only minor imjiortancc; the major 
responsibility in his opinion falls on the financial policy of the 
Reich, the credit poli(;y of the Reudisbank, and the influence and 
activities of the industrial and (commercial classes w'hich for long 
benefited from the process of depreciation. 

The volume is riclily su|q)lied with statistical tables and charts 
which add greatly to its value. 

I'jiOFEssoR Vito’s book is not so mucli a realistic study of the 
concentration movement in modern industry as an attempt at a 
classification of the dilferent types of combines with some discussion 
of their individual characteristics. A large proportion of the 
total space is thus devoted to questions of terminology. The 
writer distinguishes between industrial groups — i.e. combines 
of firms, whose chief aim is t(j secure better organisation and to 
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lower costs of production — and cartels, whose main ])urpose is to 
restrict and control competition, })ut he admits, and his own treat- 
ment shows, liow difficult it is in practice to maintain a rigid 
distinction between the two types of syndicates. He purports 
to put forward a theory of industrial combines, but the result is 
not a theoretical work in the sense that it contributes to the study 
of questions of fundamental theoretical or even practical import- 
ance. The treatment of the influence of cartc'ls upon piices, for 
example, is notably inadequat(^ and docs not go beyond a few 
simj)lc (and incidentally disputable) generalisations, but it is 
perhaps unfair to criii(;ise Professor Vito for neglecting problems 
which arc outside the scope of what is mainly a study (useful in 
its own field) in definition. 

pROFESSoii Omoa has accomjjlished Avhat must have been a 
laborious and is c(*rtainly a useful piece of work, lie has made 
(‘omparative study of the methods by which companies are financed 
chiefly in their itnlial stages, in Italy, France, Belgium, Germany, 
England and the United States. He describes tlie astonishing 
variety of shares with their different rights and privileges which 
are issued in these countries, and shows the various devices used 
for obtaining control over com])anies. In Chapter V, which is in 
many ways tlu^ juost interesting, he gives a compaiative account 
of the different parts played l)y the banks, the stock exchanges, 
and eom])anv i)romotcrs in the above-mentioned countries in the 
issue and placing of new sliares. In (’ha])ter VI t in which he 
treats of the valuation of eaj)ital, he deals somewhat drastically 
with the conception of good-will, to which he denies any logical 
rai.son (V£h'c or mode of computation indepenchuitly of the valu- 
ation of the undertaking as a going conc'ern. He holds that for 
most purposes the only legitimate method of valuation is based 
on the ea})italisation of ('arning ea])acity and it is impossible to 
separate off good-will (piantitatively from the other factors which 
determine earning cajmeity. h'or fhe English reader the chief 
value of the book lies in the ligld that it throws on company 
finance in (Amtiiuaital countries, but though it is evidently 
writfmi with a. wide knowledge of the facts, the treatment is rather 
abstract and theoretical, and it would have gained much from a 
more generous usi* of j)raetieal illustrations. As it stands, it is a 
somewhat arid academic treatise on a subject of great practical 
interest and im])ortane(*. 

The essays published in the memorial volume in honour of the 
late Professor Jh*ato of the University of Turin are divided into 
three grou])s- studies in economic history; studies in economic 
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theory and the history of economic doctrine; and studies in 
economic policy and sociology. 

It is not possible here to do more than mention a few of the 
essays which seemed to the reviewer to be of special interest. 
In the historical group there is a short note by Professor H. 
Hauser, De quelques points de la bibliographie et de la cJironologie de 
Jean Bodin, whicli throws light on a French writer of the sixteenth 
century who was one of tlie earliest contemporary writers to 
recognise the causal connection between the rise of prices in 
Europe and the flow of precious metals introduced by Spain. 
Hr. C. Barragallo in a long contribution, La questione sociale 
nella prima metd del secolo XIX, discusses the social and economic 
consequences of the industrial changes in the first half of the 
nineteenth century with reference to other European countries 
as Avell as to England. In the second group Dr. (^hessa, Vecchio 
e nuovo corporal ivismo economico, brings out the differences be- 
tween the corporative State of Fascist Italy and the mediaeval 
guild system, the projected form of Planwirlschafl conceived by 
llathenau, and the pro 2 }osals of the Englisii Guild Socialists. In a 
vigorous and incisive article, Bemerkungen liber die Problematik 
der amerikanischen Insiituiiomdisten, Dr. 0. iMorgknstern of the 
University of Menna criti(*iscs the ])retensions of the American 
Institutionalists to liave formulated a new and distinctive type of 
economics, j^urged of the errors of the deductive scliool. 1 ji the 
third group of essays Professor K. VVksterfield, in The Current 
American Controversy concerning Central Bank Policy, makes an 
interesting contribution to the history of the Federal Uescrvi^ 
policy during the years leading up to the New York Stock Exchange 
boom. Finally, Professor A. I^tceforo, Misura e valore della 
civiltd, brings a Avitty and sceptical mind to l>ear on the problems 
confronting any attempt to compare or estimate the value of the 
civilisations of different countries at the same time or of the same 
country at different times. 


C. W. Guillerauu 
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Essai sur la nature du commerce en general. By Richard Can- 
TiLLON. Edited, with an English translation and other 
material, by Henry Hiaas. (London : Macmillan & Co., 
Ltd., for the Royal Economic Society. 1931. Pp. viii + 
394.) 

WiiifiN a book of great importance has once fallen into 
nndeserved oblivion for a long period, it seems to be very difficult 
to revive lasting interest in it, even though its rediscovery may, 
at first, have been greeted with considerable enthusiasm. If, in 
the case of Cantillon, the recognition of the importance of Jevons’ 
discovery was not so general and lasting as might have been 
expected, this was probably duo to the fact that Jevons, in the 
brilliant article (now reprinted) in which he proclaimed his 
discovery and called the Efisai ‘‘ the cradle of Political Economy,’’ 
coupled the cjncstion of the importance of Cantillon with the 
problem of the “ nationality of Political Economy.” This 
immediately aroused the antagonism of all the admirers of the 
Physiocrats, both inside and outside Prance; and since the 
Physiocrats, with their strong philosophical leanings, appeal 
more than does Cantillon to those who are not spccicalists in 
Economic Theory (and historians of economics usually are not), 
Cantillon has never achieved their iwpularity. Even in England 
ho is certainly not as well known as he deserves to be — at least, 
not outside the sphere of iiiiluence of a few ardent admirers, of 
whom th(^ Editor of the present edition is one. 

The need for a new (edition of the Essai has long been felt, for 
the throe contemporary editions arc now' very rare, and even the 
reprint published by Harvard University ten years after Jevons’ 
discovery has long been out of print and difficult to obtain. We 
have every reason to be grateful to the Etlitor and to the Royal 
Economic Society for the excellence of the present edition. It 
would, indeed, have been impossible to lind anyone better qualified 
for the task of editing the Essai than ^Ir. Henry Higgs ; for it w'as 
he who followed up certain clues Jibout Cantillon which Jevons 
had been prevented from investigating owing to his death— 
wffiich occurred only a year after his article was ])ublished. 
Practically all additions to the store of information discovered by 
Jevons are duo to Mr. Higgs’ painstaking and scholarly research. 
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The complete mystery which enshrouded the person of Can- 
til Ion and the manuscript of the Esmi, and which could not bo 
penetrated even at the time when the Essai was published 
twenty-one years after his death, has at last been sufficiently 
dissipated to reveal one of the most fascinating stories in the 
literature of Economics. However, while sympathising with 
Mr. Higgs’ point of view, I feel that ho might have made the 
biographical part even more interesting if, instead of religiously 
preserving Jevons’ article and supplementing it by a statement 
of what ho himself has since discovered, he had given us a con- 
nected account of all that is known about Cantillon. 

It is characteristic of the curious liistory of the Essai that 
neither of the two versions — ^tho French and the English — which 
are printed in this volume, can truly bo called the original. The 
French text, which is often regarded as the original, is probably a 
translation, made by the aut-hor himself, of the lost English 
original. But, while part of the English text is a i*ctranslation 
by Mr. luggs of the French edition publivshcd in 1755, Mr. Higgs 
has been able to incorporate a very considerable ])art of what is, 
probably, the true original. For the preservation of these i)arts 
W'e are indebted to the industrious M. Postlethuayt, who seems 
to have been in possession of the original f(jr several years prior 
to the publication of the French edition, and who printed long 
extracts from it in his Universal Dictionary of Trade and Com- ' 
merce (1751-55). It is, in some measure, to be regretted that Mr. 
Higgs did not indicate in somewhat greater detail which passages 
are taken from this contemporary text (and wliich may, therefore, 
be regarded as the original) ancl wliicli parts constitute the now 
translation. It even api)cars that, in some places, Mr. Higgs has 
adapted the Postlethwayt text by oliniiuating what are probably 
editorial changes, so as to make it correspond more closely to the 
French text. IMiile, on the one hand, the e/Tect of this revision 
has been to produce an English version which is as close to tlui 
original as it is possible to make it, and the continuity of which is 
not interrupted by numerous footnotes, yet it still remains 
necessary, for purposes of serious re.search, to use the two original 
bulky volumes of Postlethwayt. 

However, this slight blemish is insignificant compared with 
the great importance of at last having available for the general 
student of Economics a really good and convenient edition of this 
gem of economic literature. It is to be hoped that Cantillon will 
now assume the position in the hi.story of Economics which he 
rightly deserves. But, unlike so many of the early writers on 
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this subject, Cantillon’s claim on our attention is not primarily 
duo to his position in the history of Economics. In fact, the 
Ensai is one of tho six or eight works on our science, written in 
the period prior to modem developments (i.e. before about 1870), 
with which every economist should be familiar. Its truly 
scientific method of approach and tho detached spirit of its analysis 
can still teach a great deal even to the modern student. If the 
only fact which emerged from a study of this Essai was that a 
keen scientific mind, two hundred years ago, was led, by the 
study of the economic life of his time, to use essentially the same 
concepts and, in many cases, to draw tho same conclusions as 
we do, then wo should have an olTective demonstration of the 
fact that tho truth of tho fundamental ideas of Economic Science 
is not dependent upon the circumstances of tho particular 
historical situation with which we are familiar; such a demon- 
stration would be not a little valuable. 

Tho attraction of this book for tho theorist rests, liowever, 
almost entirely on its inherent merits and not on the role which 
it played in the history of Economics. Adam Smith and Condil- 
lac, indeed, are kno\vn to have ))een inilnonced by Cantillon, but 
after tho year of the publication of their great w^orks, his name is 
scarcely mentioned for a century. To what extetit later writers 
have been influenced by him — directly or indirectly — and what 
the cfifcct on tho history of our science would have ))een had he 
been better known, are matters for interesting, but idle, specula- 
tion. Malthus is the only later author of the Classical period who 
is likely to have been influenced by Cantillon. Rosclier seems to 
have boon the first to rediscover his importance. Practically all 
tho occasional references wdiieh occur before the publication of 
Jovons’ article can probably bo traced to lloscher’s influence. 
Since that time ho has been frequently quoted, but has probably 
not been so widely read as tlioso references might lead one to 
suppose. If tho present edition induces more economists to 
do so, then I have no doubt that they will feel that it has been w^ell 
worth their while. 

I must not fail to mention that this volume is not only well 
produced as regards typography and binding, but also that it is 
adorned with portraits of Cantillon’s wife and daughter. Since 
wo do not know what Cantillon himself was like, and since the 
daughter looks so much more intelligent than her mother, these 
pictures form a rather unusual but interesting substitute for tho 
portrait of tho author himself. I'- Hayek 
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Tariffs : the Case Examined, By Sir William Beveridge and 
others. (Longmans. 1931. Pp. 300, 75. 6d.) 

It is difficult for anyone who finds this book convincing to 
review it adequately. For the authors arrive so triumphantly 
along so many roads at the same conclusion that the reader is 
left feeling that there can be no more to be said. 

The book is written for the layman, and, apart from one 
difficult chapter on Tariffs as Instruments of International 
Equilibrium, the intelligent layman will have no excuse for not 
understanding it. The first ten chapters, written by Sir William 
Beveridge, present the general case for free trade, explaining how 
exports pay for imports, distinguishing ])etwcen protective and 
noii-protectivc duties, and dealing with tlic effects of a tariff on 
unemployment, on the standard of living, on the economics of 
mass production, and (as a bargaining instrument) on the tariffs 
of other people. They are distinguished by the author’s habitual 
humanity of style. Thus we learn that if a protective tariff is to 
establish in this country the production of even the £200 million 
worth of genuinely manufactured articles now imported, this 
means not only “ the turning of wood pulp into ncwsimnt, but 
growing the trees and pulping tliem; not only dressing furs 
brought in, but finding the fur-bearing animals to shoot in Britain.'' 
Again, in discussing tiic question whether tlio pure milk of free 
trade doctrine is good for a single exception in a protectionist 
world, the author invites us to consider a tariff as merely one 
obstacle to international trade comparable with such other 
obstacles as lack of natural harbours. We arc reminded that if 
one country has good harbours and others have not, that country 
will indeed not be so well off as if all enjoyed this advantage ; 
but it will still bo better off than if it “ sjink rocks all round its 
coasts.” 

The later chapters deal with the more specialised aspects of 
the controversy, or those which loom particularly largo in con- 
temporary politics. An anti dumping tariff is disposed of on the 
grounds that (1) the answ^er to the question. When is dumping 
not dumping? is, nearly always: (2) where genuine dumping 
does occur a tariff is the worst possible method of dealing with 
it : and (3), contrary to popular belief, it is no easier to dump into 
an unprotected than into a protected market. Next, the chair- 
man and Mr. Hicks clear imperial preference schemes out of the 
way, chiefly on the ground that they would turn all trade topsy- 
turvy, and that anyhow none of the Dominions really wants 
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them. Then Professor Robbins makes short work of agricultural 
protection, finding that food taxation is a gross distributive 
injustice, that in any case no amount of protection will bring us 
more than an inch or two nearer the goal of self-sufficiency in 
food production and that the social amenities of agriculture 
consist largely of the sentimentalising of townsfolk about the 
country-side on which they do not live. The possibilities of a 
revenue tariff are treated by Professor Robbins and Mr. Schwartz 
and found to bo distributivcly bad and financially disappointing. 
Professor Plant and Mr. Bonham examine the actual procedure 
by which tariffs are in fact made, and conclude that no tariff 
will long be scientific in anything but theory. Finally, Mr. Hicks 
shows (perhaps a little too conclusively) that import boards are 
no bettor than tariffs, being but a cumbrous and complicated 
way of doing a simple jol) badly. 

The only comment to be made is that such overwhelming 
certainty may appear too good to be true. Since a number of 
informed and intelligent i)eoplo believe that some kind of a 
tariff would be useful to this country to-day, must there not be 
more sense in the oj)position arguments than the authors of this 
book will allow ? At one or two points (but these need to be 
sought with a microscojK?) even those who accept the conclusions 
reached may suggest that the argument is not wholly convincing. 

Thus, on p. 59 the effects of i)rotection on employment and 
the kernel of the free trade theory are stated in a parable of the 
miner and the tailor. The miner is supposed to be selling coal 
for export and the tailor to be unemployed because of the com- 
petition of imported clothing. A tariff is im])osed on lhes(i 
imports and, according to the free trade doctrine, the tailor gets 
a market and the miner loses one. Everything turns on which 
is the more likely to find a market for himself — the tailor or the 
miner ? Sir W'illiam Beveridge argues that there is little evidence 
either way, and that the case for the tariff, wliich puts the burden 
on the miner, is at least not mad(^ out. But is this the whole 
story? The miner may be, and very likely is, already losing 
his market because of economic forces which are, and will inevit- 
ably continue, too strong for him. He no longer enjoys the 
comparative advantage which made his an export industry. 
Might not, then, a wise tariff, by encouraging the diversion of 
labour and capital from mining to tailoring, assist and expedite 
a change which is economically desirable, but in practice dc'laycd 
by the usual friction ? 

Again, the whole case rests, of course, on the assumption that 
No. 165.— VOL. XLii. ^ 
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exports pay for imports. This fundamental proposition (which, 
incidentally, the layman finds it extraordinarily difficult to grasp 
in concrete terms) may easily be stated so as to prove too much. 
In Chapter II (especially on p. 24) and again in Chapter VII the 
reader has onl>' to take one step further in the argument which 
this proposition sustains in order to arrive at the startling con- 
clusion that imports cause exports, and that if we would only all 
spend as much as we possibly can on the purchase of foreign 
goods, all our troubles would disappear. 

Finally, it may be questioned whether the authors’ preference 
for anything rather than a tariff is not exaggerated. In the few 
cases Avherc they are prepared to consider intorferejice with the 
free course of international trade {e.g. genuine flumping or the 
protection of industries of exceptional military or social import- 
ance) they favour absolute prohibition rather than taxation of 
imports; and if there is to be a tariff at all, they would have 
the smallest possible number of duties rather than even a very 
low gene.'al tariff. These views, however, are not fully argued — 
an omission of little importance in itself, but most lamentable if 
it should (as it might) lead the reader to believe that the authors 
of this most admirable volume are guided by implacable hostility 
to the very name of tariff, as well as by the logic which shines so 
lucidly from their pages. 

Barraua Woottox 

The Structure of douipetitire ludu-stnj. By K. A. C. Robinson. 

(Nisl)ct and Cambridge University Rress. Bp. 176. os.) 

In his introduction to this new Cambridge Keonomic Hand- 
book, Mr. Keynes tells us that this series is not directed towards 
making original contributions to economic science . . . and is 
intended to convey to the ordinary reader and to the uninitiated 
student some conception of the general principles of thought 
Avhich economists now apply to economic probUuns.” Happily, 
tliis is not quite true of Mr. E. A. G. Robinson’s work. It is a 
most original contribution, and a somewhat flattering picture of 
the thought now applied to the subject of industrial structure 
would be given to readers and students if this book were supposed 
to be conveying it. Yet individual as it is, Mr. Robinson’s thought 
is expressed in so lively a style and with so obvious a fund of 
industrial experience to back it, that the uninitiated may join 
with the sophisticated initiate in appreciating a choice new dish 
added to the Cambridge menu. 

As a piece de resistance this work has the great advantage of 
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being built up along one main idea, which permits the subsidiary 
arguments to be easily related to the whole scheme. The idea 
is that of various optimum sizes of firm — ^.e. sizes of minimum 
cost per unit of output — determined by the various considerations 
of technique (Chapter II), management (Chapter III), finance 
(Chapter IV), marketing and risk of fliKJtuations (Chapters V 
and VI). These various theoretical optima have then (Chapter 
VII) to be reconciled in the size or constitution of a real firm 
after allowing (Chapter VIIl) for difficulties and anomalies of 
growth. This method of tackling industrial structure may well 
become the classical convention, and Mr. Robinson should then 
gain equal glory with ivhocvcr first divided economics into boohs 
on Value and Jlistribuiion respectively. But if this is Mr*. 
Robinson’s destiny, it is important to subject his analysis to 
searching criticism Ix^fore it becomes canonised. In particular, 
care should be taken that the terms used are definite and un- 
ambiguous and that they will not be misinterpreted by the 
many followers the analysis deserves. 

Unfortunately, Mr. Robinson is not strong on definitions. 
He is naturally keen to cut the cackle and get to the ’osses, but 
a little more preliminary cackle might perhaps have kept the 
’osst's more securely out of certain bogs. Some of the words 
most fundamental to the analysis let the traveller down rather 
badly. 'I’he time-worn confusion between firm and plant is not 
always avoitled, csj)ccially in the two final chapU rs on location, 
where it is the location of ])lants, not firms, that is presumably 
under discussion. Nor is it true (|). 14) that “concerning the 
size of firms in different industries much fuller information is 
available for the United States ” : the American (;ensus of manu- 
facturers deals with size of establishments, that is, plants, jiot 
firms. This confusion leads to a fallacious comparison (]). loa) 
of tin; small size of American grain-milling plants (not firms) 
“employing in 1919 an average of under live men,” with the 
large size of British firms. 

But the definition most conspicuous — and confusing— -by its 
absence is that of the constantly used phrase “ large-scale.” 
Theoretical economists usually mean by this phrase that the 
quantities in which any one commodity or line of commodities 
is produced and exchanged, the scale of operations, is large. 
Descriptive economists, on the other hand, mean that the firms 
or plant involved, the scale of organisations, is large. Had ,^Jr. 
Robinson’s method been more statistical he would have been 
compelled to adopt definitely one or other of these meanings. 
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He could not have measured the sizes of units without deciding 
first whether the units were to be organisations or operations. 
But though his thesis implicitly favours organisations, the 
importance of the scale of operations haunts his progress like a 
will-o’-the-wisp, and definitely bogs him in the chapter on the 
optimum marketing unit. He stresses (p. 65) the economies 
“ the large firm ” can obtain because it can “ buy large amounts 
of raw material as a single order ” and “ can afford expert buyers, 
backed up by all the resources of scientific knowledge and c(piip- 
ment.” But surely it is the firm (possibly quite small) specialising 
entirely in one line, and buying the materials for this line in 
large quantities, that can employ the expert in that line and that 
can buy in bulk, not (the possibly large) firm with a multitude of 
lines of operation. In fact, Mr. llobinson’s important conclusion 
that the limit to the size of firms lies in the increasing cost of the 
management, seems to imply that with growth more and more 
lines are taken on. If, on the other hand, growth occurs merely 
by expanding the original lines or even by standardising and 
reducing the number of lines, until mass production is attained, 
then management may become less difficult ])er unit of output 
as the output increases. But deprived of preliminary eai^klc 
one is even left in doubt whether it is oidput or something else 
that is the measure of large-scaledncss, though presumably to 
compare and reconcile various optimum sizes there must be 
some common measure. In the chapter on marketing we are, 
for once, specifically told that selling on a large scale means 
selling, as does the village baker, to numerous customers. But 
that is surely the very opposite of selling in l)ulk, and makes 
utter nonsense ^of w'hat was said of the economies of largc-sc^ale 
buying. Or are we really to define the measure of largeness for 
buying and for selling differently ? 

When the analysis is carried over from the tirm to the industry, 
as it is in Chapter IX under the title of the Optimum Industry, 
the importance of scale of operation as against scale of organisa- 
tion becomes obvious, since competitive industry has no organisa- 
tion. Nor, as Mr. llobinson recognises, has an industry much 
continuity, it is (p. 13) merely a “classification of firms which 
may for the moment bo convenient.” As the amount of pro- 
duction increases, the constituent firms of an industry may gain 
economies of large-scale operation by concentrating on different 
types of work, and thus may break uj) into several specialising 
ftidustries. But this implication of his own notion of an industry 
seems to have been missed by Mr. Robinson when he concludes, 
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after a passage of almost scholastic dialectic (p. 138), that “ as 
an industry grows, the gains from further growth gradually 
disappear.” The dialectic assumed a given set of firms grouped 
into permanently constituted industries referred to (several 
times) as the main or the subsidiary industries. In reality there 
is no scope for the definite article. Firms, at least in the long 
period, do not stay put, but by altering their work are con- 
tinually falling into a new kaleidoscope of industries. When Mr- 
Robinson concludes that “ external economics apply to a very 
small proportion of the total costs of an industry,” one sus})ects 
he is thinking of the external economies possible in the short- 
period as against the long-period internal economies — reorganisa- 
tion seems to be allowed, for the purposes of his argument, 
internally but not externally. Take the case of raw material he 
himself cites as so iini)ortant. The cost of the raw material of a 
finishing industry might be enormously decreased by external 
reorganisation of the previous stages of production consequent 
upon an enlargcmient of the whole scale of production. Lateral 
disintegration may be introduced, so that a larger scale of opera- 
tions and increasing returns become possible for each sort of 
ingredient. (Why, l)y the way, does Mr. Robinson avoid the 
lateral dimension so ha])j>ily ex])lored by Mr. Robertson in an 
earlier volume of the same series?) Or vertical di.sintegration 
may be introduced so that a larger scale of operations and 
increasing returns become possible for each of the earlier stages 
of production. 

Mr. Robinson deserves the gratitude of all who wish to bring 
description closer to theoretical economics, lie should have 
abolished for ever that untidy washing-list of advantages of 
large-scale business ” that it is the delight of every examinee 
to reproducx' still more untidily. Students will now have to 
think whether the advantage is technical, managerial, financial 
or perhaps, after an optimum point, merely fanciful. If Mr. 
Robinson has not been so successful in breathing life into the 
increasing return concej)tions of the theorist as he has in disci- 
plining the thoughtless exuberance of the descriptionists, we can 
only hope that he will return to the charge with the same 
economic plus technical and psychological apparatus of thought, 
and the same flair for the happy illustration here displayed. 
Finally, author and printer may be congratulated on the absence 
of all but a few minor errors. It is not true to say (as on p. 15) 
that in 1911, 51 Ijaneashirc firms were of exactly 100,000 spindles f 
if original sources are consulted it will be found that that number 
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were of sizes between 90,000 and 100,000 spindles. And surely 
the multiplicity of small firms is evidence not “of a wealth of 
managing ability (p. 51), but simply of a wealth of managing 
ambition. 

P. Saroant Florence 

The. University, 

Pari' Road, Birmingham, 

Trade Depression and the Way Out, By R. 0. Hawtrev. 
(London: Longmans, Green & Co. 1931. Pp. viii + 84. 
25. Crf. net.) 

Mr. Hawtrey, like other jirudcnt writers in these days, has 
put a date at the end of his Preface, so that we know that his 
work left his hands on August 26, 1931, nearly a month before 
the Bank of England made history repeat itself by following the 
ignominious precedent of 1797. So, always ready to do as 1 
have been done by, I will not complicate criticism by taking into 
account what has liappcned since last August. 

The Way Out, which is far more interesting to most of ns 
than Hoav Wc Got In, was to be found, acc^ording to Mr. Hawtrey, 
in the often-recommended but never really tried-out plan of 
lavish buying of securities by central banks in general or even 
by one or two of the most powerful acting alone. 

“Purchases of securities by the central l)ank in (he market 
have the efiect of creating new money, and that new money, 
so far as not required elsewhere, appears as an addition to the 
reserves of the other banks. By this process their reserves t;an 
be expanded to any desired extent. They can be flooded with 
idle money. And here is the motive for additional lending “ 
(p. 74).i 

The “ new money ” which is said to be “ created ” seems to 
be nothing but the amounts due from the central bank to tlu' 
sellers of the securities. These sellers must be taken to hav(> 
received cheques from the central bank and to have [)aid theni 
in to their acc^ounts with the commercial banks, which in turn 
have taken them to the central bank and been credited with 
their amount. There is no difficulty so far. If the holders of 
the securities are willing to sell at a price which the central bank 

^ Mr. Ilawtroy docs not say bow much oxtra lending would bo financed by 
tho purchaso of a given amount of socuritios. An American adherent of the buy- 
.securities policy, wlioso typo script has boon circulatod, says a purchaso of, say, 
500 million dollars’ worth “would make available ton times that amount,” no 
doubt confusing nine-tenths of tho deposits with ten times their amount. 
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is willing to pay, and deposit the price paid in the commercial 
banks, which then leave that price with the central bank, the 
central bank can buy securities ad libitum^ since all that it gives 
for the securities immediately comes back to it. Banks, Mr. 
Hawtrey tells us, defying the proverb ex nihilo nihil fit, can 
“ create money out of nothing (p. 4), but a purchaser rcciuires no 
such mystic power in order to be able to buy unlimited amounts 
of anything so long as the seller is content to allow the purchase- 
money to remain in the hands of the buyer without (?ven asking 
him to pay the marked rate of interest. 

To the mind of anyone accustomed to think of himself as 
exercising free-will in his relations with his banlcer, the next move 
after the central bank has credited its customers with the purchase- 
money of the securities will appear to lie with the sellers of the 
securities. So far, they have parted with their property and the 
])rospcctive income from it, and own nothing in place of it except 
the right to draw on tluMr banks (and through them on the 
central bank) for the i)urcluise money. It is certain that they 
will not long be content to refrain from touching the additions 
which have been made to their normal balances. They will 
want to ap])ly them to sotne income-yielding ])ur])ose, and what 
exactly will hai)pen will depend on them and not on their banks 
and some imaginary ))orrowers. 

They might, of course, considered as a whole, decide to buy 
back the secuirities sold, and if the central baidv was willing to 
re-sell, the lilm, so to speak, would be worked backwards, the 
new money created out of nothing would be de-crcated and 
turned into notlujig again, and all things would revert to tlu'ir 
former condition except for the expenses and profits or losses of 
the two parties concerned. Ihit if they decide in favour of new 
(‘uterprises, either of their own volition or because tlie central 
bank absolutely refuses to re-sell th(‘ s(‘curiti(‘s, they will still 
draw out the abnormal portion of their balances, ami their hanl.s 
in turn will draw out the al)normal portion of their own balances 
from the central bank. In other words, the central bank will be 
asked at length to pay for the securiti('s bought in something 
more s\d)stantial than a mere entry in its books of the amount 
due. And the only nu'ans it has of paying something more 
substantial is either to part with gold from its resel^es 
increase its note issue. As it has long been usual to hold seciuitits 
“ against ” such part of the note issues as is not covered by gold, 
this means that the buy-securities })olicy has little claim to novelty. 

Mr. Hawtrey himself would admit that it seems to be essen- 
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tial for the success of the buy-securities policy that the central 
bank must be willing to increase currency and pay out gold. 
He contemplates boldly the possibility that if his policy had been 
adopted, the Bank of England’s holding of gold might have been 
reduced to fifty millions (p. 80). This suggests the question, Is 
it any use to urge the adoption of a pobcy of lavish buying of 
securities without first, or at any rate simultaneously, demanding 
a change in the laws, regulations and popular beliefs which make 
it im 2 )ossible for tlic central banks to carry such a policy to a 
successful conclusion ? After all, bankers must be bankers, and 
their first duty is, as the Bank of England Directors used to say, 
“ to care for the safety of their establishment.” So long as 
legislatures insist on prescribing minimum reserves, and the public, 
domestic or foreign, insists on becoming panic-stricken when these 
minima, no matter whether they are professedly “ clastic ” or not, 
are a])})roached, banks will try to keep well above those minima, 
and they will be right to do so. 

In the present state of law and jiublic opinion in the world at 
large it i ^ simply imjiossible for bankers to work the gold standard 
in the way Mr. Hawtrey would (juite rightly like to sec it worked. 
They should not be shot at when they are doing their best. What 
ought to be attacked is the mischievous legislation which is always 
attempting to stereotype obsolete practice. Mr. Hawtrey may 
believe that the bankers would not act rightly even if they were 
allowed, because they do not think rightly at i)resent. But thought 
as well as action is conditioned by environmenU, and it is worth 
while to ponder a little over the fact that there was no com])laint 
of banks follo^\ ing a restrictive policy ” before the legislatures 
tied them up and took from them the profits of note issues. The 
complaint then was that they were too venturesome. 

Edwin CUnnan 

The Gold Standard in Theory ami Practice. By R. G. Hawtrey. 

Second Edition; with a further Chaj)ter. (Longmans. 
Pp. 168. (kl.) 

Mr. Hawtrky’s book was reviewed in our issue for June 
1 927 . To this new edition there is added a chapter on the events 
which have followed the return to gold, with particular emphasis 
on the use of discount rates in England and America, and the 
banking position of France. As regards the future, Mr. Hawtrey 
retains his objections to the policy of a stabilised paper pound, 
preferring a return to the gold standard after a reasonable degree 
of stalulity is in sight, and only on condition of a measure of 
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international co-operation. In his view, England and the United 
States are strong enough to carry a policy of stabilisation of gold 
prices even without the participation of any other country. 

D. H. Macgregor 

The Gold Standard and it<i Future, By T. E. Gregory. (Methuen 
&Co. Pp. 115. 3.s.(W.) 

In the first chai)ter of his book, Professor Gregory makes the 
approach to the working of the gold standard through the con- 
ception of an ‘‘ integrated price and income structure,” so main- 
tained that the balance of payments docs not re([uirc considerable 
gold movements. But to maintain this, the operation of the 
standard must function according to rules; with consequent 
adjustments in relation to employment, tariffs, and international 
movements of funds. The failure to maintain these adjustments 
w^as not, in his vicw% due to a general gold shortage, or entirely to a 
maldistribution of gold ; the latter may have been an effect rather 
than a cause of the uncertainty of the international conditions. 
Allowance has also to bemade in the post-w'ar })eriod for exceptional 
])olitical influences, the rigidity of the economic structure caused 
by attempts of grou])s to stabilise prices and wages, and tariff 
j)olicies. He does not think that Gentral Banks have failed in 
co-oj)eration, or that conformity to jiublic ()])inion in this respect 
is the best test of the working of (Vmtral Banks. 

In a further examination of the causes of the breakdown, it is 
pointed out how the policy of 1925 has i)een affected by luwv 
competitive conditions, the under-valuation of other currencies 
when stabilised, the world stagnation in demand, the imperfect 
transferability of labour, and even the effects of teclmical improve- 
ments on unemploynu'nt . The accretion in Lomlon of foreign 
balances through pre-stabilisation flights from other currencies 
created gold liabilities when the standard was restored. The 
position was vulnerable in so far as the rigidity of our structure 
compelled us to seek to retain these balances, though tlie balances 
were also a source of danger. On the toi) of this, political events 
created suspicion abroad of the position in England. Tlie gold 
standard, in other w’ords, did not break down on its demerits, or 
even entirely on the demerits of its liritish management. 

But it has broken down, and the dt facto position leaves us free 
to discuss future policies. The improbability that France and 
the United States will go off gold is a major fact in that discussion. 
Prestige has to be considered; our bargaining })osition is less 
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than wc imagine. Are these coimtries, if themselves on gold, 
likely to be free lenders to countries not on gold ? Will the London 
market, with financial instincts what they arc, not be prejudiced 
as a centre for international services ? Arc the interests of all parts 
of the Empire sufficiently identical for the working of a currency 
based on and managed in London ? There is a full discussion of 
these questions, with the alternative in reserve that a gold standard 
need not now mean the gold standard of heretofore. 

There are two important conclusions. First, that the pound is 
noAV undervalued, since the United States will probably bo unable 
to prevent a rise in gold prices ; tliis is a reason for not acting too 
quickly in seeking a new parity. Second, the now parity should 
not be one which requires too continuous co-operation in main- 
taining it ; it should work as far as possible within its own frame- 
work. 

This closely reasoned book is fully dociimci\tcd with a Statis- 
tical Appendix. It is needless to say that it stands out as an 
expert contribution to this controversy. I). H. Macgreoor 

International Gold Movements. 2nd edition, enlarged. By Paul 
Einzio. (Macmillan. 1931. Pj). xiv -[• 1G8. 7.y. Cd.) 

The International Gold Problem, ('^olloctcd Papers. (Oxford 
University Press. 1931. Pp. 240. 12, s. fid.) 

Both these books on the gold question were written before 
September 1931, and for this reason neither of them deals with the 
possibility of England being off the gold standard or on the gold 
standard at any but the old parity. Though this limits their use- 
fulness as suggesting possible monetary policies, yet each in its 
way is a very able treatment of the working of the post-war gold 
standard. 

The first edition of Dr. Einzig’s book has already been reviewed 
in this Journal, but there is much new matter in the second 
edition, the most important portions of which have already 
appeared as articles in the Journal. Dr. Einzig is excellent 
when he is explaining technical developments in the operation of 
the gold standard — e.g. the influence which Central Banks can 
exert upon the gold points, the effects of the Bank of France's 
refusal in 1930 to accept standard gold or the effects upon the 
London gold market of the possible distribution of the African 
gold supply by aeroidane via Cairo. But as a monetary theorist 
he is less successful. His new chapter on “ Price Levels and Gold 
Movements " tells one very little, certainly nothing that was not 



1932] 


EINZIG : THE TRAGEDY OP THE POUND 


75 


known before. His whole theme is that tlie gold standard should 
be made to function automatically again : he can see no argument 
in favour of Central Banks interfering with the flow of gold by 
various devices in spite of Mr. Keynes’ suggestions in the Treatise 
on Money — and even in spite of the note which Mr. Keynes 
appended to the author’s chapter on Fine Gold v. Standard Gold 
Avhoii it appeared as an article in this Journal. 

The Internaiional Gold Problem is a collection of papers read 
to a study group on the gold problem of Members of the Royal 
Institute of International Affairs, together with the discussions of 
and comments on those papers. Its great charm is that it 
expresses in conversational form the views of many experts as 
they developed in the course of one and a half years from 
December 1929. A volume containing papers by Sir Josiah 
Stamp, Mr. Robertson, Mr. Kitchin, Sir Otto Nicmcycr, Dr. 
Palyi, Mr. Kisch, Mr. Brand and M. Rist on this subject is naturally 
of very great interest. It is impossible to discuss each paper here, 
but the paper and discussion which is to my mind of the greatest 
interest is that in which Mr. Robertson discusses the question 
“ How do w^e want gold to behave 'i ” For here the fundamental 
desideratum of policy is discussed, and the conclusion is clearly 
reached that with any international standard a i)olicy chosen 
to suit one country might very possibly be unsuitable for 
another. J. E. jMeade 

Hertford College, 

Oxford. 

The Tragedy of the Pound. By B. Einzio. (Ivegan raid. Tp. 
203. Is. 0(/.) 

This Gold Crisis. By F. W. Pethk/k-Lawkenck. (Gollanez. 
l»p. 240. 3s. 

Dr. Einzio’s extremely readable book is ])erhaps misnamed. 
He docs not seem to conclude that all that has happened is to be 
regretted ; on the contrary, he believes that England has in some 
w'ays regained freedom of action in international linance and poli- 
tics, and tJiat in other w ays sIk' has received a “ timely warning 
to set her house in bettiT order. The “ epic struggle w hich 
the opening chaj)ter relates w ith heroic analogies may have been 
right as a matter of prestige, but if the pound w’cnt down fighting, 
its revival is foreshadowa^d at the end, if not in glittering, at any 
rate in still shining armour. 

France cornea badly out of Dr. Einzig’s «lisousaion of the 
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fundamental and direct causes of the crisis ; the hoarding of gold 
is put mainly to her account. New “ rules ’’ of the gold standard 
have to be made for the post-war conditions ; there cannot be so 
much freedom of national gold policy, and no country should 
artificially increase its stock. 

In the historical survey, Dr. Einzig concludes that the ex- 
pectations of the policy of 1925 were not at the time unjustifiable. 
There were “ errors and omissions ’’ in carrying out that policy, 
as regards the bank rate, the failure to give publicity to the support 
given to banks, the use of finance bills, and the imperfect foresight 
of the international loan position. For a market of its degree of 
liquidity, the loan market is defective in its indices of information. 

The case for a late or early stabilisation, and for a high or low 
level, is collated in the final chapters. Dr. Einzig is in favour of a 
relatively low level, and not till the Bank has 200 millions, clear of 
liabilities. But he seems also to favour a “j^artial remonetisation ” 
of silver, and some new gold policy in which gold will play a part, 
without currency being pegged to it. The end is therefore in- 
conclusive, but the journey is interesting. 

Mr. Pcthick-Lawrencc's hook, written in brief sections in the 
easiest possible language, is such a summary as anyone might 
write down to clear his own thoughts, and his readers will find the 
same elucidation. Its simplicity of expression gives a first 
impression of elementary treatment. But brevity and concise- 
ness go here with apt statement. This is what lawyers would 
call an ‘‘ opinion *’ on the gold crisis. Deflation is the cause of 
unemployment, and the roots of deflation are in war debts and 
government policies. There must be international action to deal 
with this at once. For the future Central Banks must have more 
public resj)onsibility for their policy. Internationalism must also 
be the final solution of currency policy, getting rid of gold, and 
substituting reasonable management. This clear monograph 
contains no tendentious paragrajih, and its synopsis is a service 
to the general reader. D. H. Macoregor 

The 6'me.s of 19IU. By 1). T. Jack. (London : P, S. King & 
Son. 1931. P]). 60. 2.S-.) 

Mr. Jack gives no date, but internal evidence suggests that 
he wrote in Octob(*r and November. His work consists of a 
succinct history of the events which immediately led up to the 
September collaj)sc, an attempt to analyse the forces which 
brought about that collapse, and suggestions for our future conduct. 
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The adage that it is easy to be wise after the event should not 
deter the historian from being so. Mr. Jack, though alive to the 
danger of the practice attributed to Continental banks of locking 
up too much of their resources in unliquid securities, does not 
seem to lay sufficient stress on the want of wisdom which we can 
now see was displayed by London in relying on the assumption 
that nominally liquid securities would be really liquid in case of 
a panic. The City, supported by a certain school of monetary 
theorists, backed the short-sighted ])arsimony of the Treasury in 
keeping afloat several hundred millions of national debt w'hich 
should have been funded soon after the end of the war, and 
reliance on their holdings of this must have had a good deal to 
do with the readiness of various institutions to take charge of 
foreigners’ money. But when the foreigners had been thoroughly 
frightened by the doleful outcries of politicians and the mutiny 
in the fleet (which Mr. Jack omits to notice), Treasury bills were 
of no more use to London as a whole than Consols. 

In regard to future policy, Mr. Jack desires that “ at the 
earliest opportunity some official pronouncement should be made,” 
but he does not make it very clear when he thinks the earliest 
opportunity will occur, nor what pronouncement he would like. 
He is in favour of some kind of return to gold standard conditions 
(p. 50), but he show^s some appreciation of the often overlooked 
fact that the collapse of September 1931 must incvitaldy greatly 
increase the greediness of gold-standard central banks for reserve 
gold, and so increase the tendency of gold to appreciate, thus 
making gold (in the absence of ntwv and as yet unthought-of 
arrangements) a much worse standard in the future than it has 
lately been. Going back at a new and lower parity instead of 
the old would make no difference to this; it is just as easy for 
100 grains of gold to appreciate as for 123. \\ c arc really in 

this position ; if w'c stay off gold, we run the risk of falling into 
the fire of wild inflation, but if we go back, we shall certainly be 
in the frying-pan of rapid appreciation oi the standard. 

Kdw’in Cannax 


Thin Money Mdze: <t> 11 the hconotnic World Crisis. By 

Robert Eisler, iMi.l). (J.oiuion : The Search rublishing 
Go. 1931. Tp. xvi -j- 110. b'*.) 

As it is graced by a Preface from the hand of Sir Josiah Stamp, 
a reviewer approaches this w'ork with the expectation of finding 
something useful. But Sir Josiah’s preface, a dissertation on the 
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importance of the price-level, contains no reference to the book, 
and, as it is mentioned in the text (p. 80), it is permissible to con- 
jecture that it was written before the book itself. It was probably 
a feeling that Sir Josiah gave him no testimonial which led Dr. 
Eisler to preface the Preface with a “ Foreword ” by Sir Thomas 
Barclay, for whose qualifications to testify, he himself vouches 
in a footnote. Sir Thomas, at any rate, has read Dr. Eisler’s 
jiroof and concludes “ I can only say that I find his reasoning, 
so far as I am concerned, unanswerable.’’ 

It is difficult to answer the arguments of a nightmare. Dr. 
Eisler hopes to combine such advantages as come from a steadily 
depreciating currency with those that come from a stable unit 
of account. Lender his scheme there will be great but uniform 
international inflation and depreciation of currencies, but com- 
plete internfitional and temporcal stability of monetary units ; 

“ ‘ Current money,’ or money proper . . . will be exclusively 
used for small transactions between persons not sufficiently well 
known to one another or not in possession of a bank account, 
especially for the payment of w^ages, transport fares and occasional 
retail luirchascs, while all other payments will be effected by 
means of bank money, that is, cheques ... or transfers of 
money banco. All prices in the better-class shojis will be marked 
in money bancoy the index multiplicator of the week being affixed 
at the cashier’s desk, who will calculate by means of simple 
multiplication tables published by the ISunday iiajiers the sums 
due in * current money.’ This is how retail business, inn and 
hotel-keeping w^as done in Cermany at the height of intlation in 
1923, when the ‘ stable mark ’ Avas introduced as a money of 
account alongside the i)ai)cr mark used as ‘ current money.’ . . . 
In each country the external exchanges between the national and 
the foreign bank moneys will bo pegged, but a variable internal 
exchange rate betw^een current and bank money will be deter- 
mined by the cost-of-living index. 

“Current money will . . . slowly but constantly depreciate. . . . 
This will force commercial and clearing banks to diminisli as far 
as possible their cash reserves by increasing their deposits at the 
national banks, and all private people to sj)end or to deposit 
current money as quickly as possible. In this way the velocity 
of monetary circulation . . . will always be maintained at its 
maximum value ” (pp. 97-99). 

Now that he is a Director of the Bank of England, Sir Josiah 
Stamp should set narrower bounds to the exercise of his good 
nature. Edwin Cannan 
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The Problem of Maintaining Purchaaing Power : a Study of 

Industrial Depression and Recovery. By P. W. Martin. 

(London : P. S. King & Son, Ltd. 1031. Pp. xiv + 314. 

155.) 

Most of the classical economists held the view that general 
over-production was impossible, since the goods that were pro- 
duced formed the means of payment in the exchange of one for 
another. Mr. Martin accepts this as regards values when exchange 
is regarded as essentially barter, but denies the validity of the 
proposition as applied to modern industry. In modern economy, 
before goods arc produced services have to he j)aid for in wages, 
rent, etc., and dividends are only paid out after the goods are 
sold. A second exchange takes place when the wages, dividends, 
etc., are used to jiurchase goods. The lag in time may be regarded 
as equivalent to the holding of increased stocks and all the trans- 
actions may be regarded as taking place simultaneously in finished 
goods. The opportunity now arises for discre])ancies between 
the value of the goods ])roduccd and the money offered for them. 
Tlic various cases arc worked out in mucli detail and with a 
great deal of repetition, not always unnecessary. Mr. ilartin 
summarises them as follows : — “ Additions to working capital, 
reductions in the money volume of commodity stocks voluntarily 
held and reductions in the total quantity of money in circulation 
make for a corrcsj)onding deficiency of ])urcliasing power; reduc- 
tions in working capital, additions to the money volume of 
commodity stocks voluntarily held and additions to the total 
quantity of money in circulation make for a superabundance of 
purchasing power” (pp. 70-71). Deficiency of purchasing power 
may be considerable and its immediate effect is to reduce prices 
and to diminish business activity, in uliicli case, even if the 
goods produced arc sold at remunerative prices, tliere will not 
be a sufficient pressure of purchasing power to keep industry 
reasonably fully occu[>ied. Reduction of prices due to increased 
efficienev is good in it.self, but the burden of debts is thereby 
increased a ml the psychological effect of a falling price level is 
always bad. On the other hand, “ excessive superabundance ” 
of purchasing power leads to inflation terminating in a destruction 
of purchasing power. 

The desideratum is that there should be a sufficient supply of 
purchasing power to keep all industry fully employed at re- 
munerative prices, so that not only will current production bo 
taken off the market but there will be continued reproduction. 
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Mr. Martin reminds us that John Stuart Mill says that in a com- 
mercial crisis tliere is “ an under-supply of money.” To-day we 
are suffering from such a deficiency and arc unable to maintain 
our objectives of stability in the exchanges, in prices, in finance, 
and in business. To secure the injection of fresh purchasing 
power into a sick economy Mr. Martin urges the appointment of 
a non-political Purchasing Power Adjustment Board which 
should accumulate a fund from taxation and finance necessary 
public works to a moderate degree through ordinary trade chan- 
nels; the cost of these works would be covered by loans — new 
money— from tJie ])anks. When recovery took place an undue 
rise in prices \n'ouI( 1 be [)revcnted by repayment of the loans out 
of the permanent fund. Such national measures would, how- 
ever, be insufficient. International agreement would be required 
to reduce the gold ratios of tlie central banks and either to stabilise 
prices in the several countries or, preferably, to adopt measures 
to maintain purchasing power. Mr. Martin gives brief, and 
necessarily imperfect, sketches of the position at the time of 
writing in the United States, in Great Britain, and internationally. 
He quotes figures of joint-stock bank deposits (p. 200) to show 
that after the depression which followe'd the boom of 1919-20 
there was a deficiency of purchasing power whi(;li ])revented a 
real recovery in 1924. Now we know from the Macmillan Report 
that current accounts in the London clearing banks fell from a 
monthly average of .£1098 millions in 1920 to fOoO millions in 
1924, a fall of 13-5 ])er cent., but wholesale prices, according to 
the Board of Trade index, fell from 307*3 to 16()*2 (basis, 1913 
100), a fall of about 40 per cent.; consequently, the effective 
supply of cheque-drawing power increased at the later date. 

Mr. Martin’s book is clearly written and provocative of 
thought. 

Henry W. Mackosty 

Mmey and Prirejj. By Auuustus Baker. (J. M. Dent. 1931. 

Pp. vii + 210. 06-.) 

In this book Mr. Baker explains how a creation of new money 
by the banks to finance capital developments will mean that more 
money is spent on consumption goods and their price driven up. 
He considers, in my view quite correctly, that this kind of process 
is at the root of the trade boom and its reverse at the root of a 
trade slump. But his analysis is very incomplete. There is no 
mention of the rate of interest the regulator of the amount of 
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capital development and of the amount of saving that will be 
undertaken. Moreover, an increase in Investment — to fall into 
the more usual terminology — ^is always due in Mr. Baker’s illus- 
trations to an equivalent increase in the amount of money ; we 
hear extremely little of velocities. 

But it is the author’s positive proposals that are most question- 
able. The author is well aware that the increase in Investment is 
financed in these cases by the “ forced ” savings due to the rise in 
the price level. He considers this undesirable as giving the profit- 
maker in consumption industry an increase in receipts equal to 
the value of the increase in Investment. Mr. Baker wishes the 
increase in Investment to take place in many circumstances, but 
at the same time desires that the whole consuming public shall 
own the new capital. He proposes, therefore, that prices shall be 
legally controlled so that they do not rise above the cost of pro- 
duction. But he docs not explain why a general rise in price is less 
to be desired than that the poor housekeeper, who happens to 
arrive last at the bread queue, should have to save her money, 
because those who came before her have with their money incomes 
bought up all the available supply of bread at the controlled in’ice. 

J. E. Meade 

The Pound /^(erling : a History of English Money. By A. E. 
Feavearyear. (Humphrey Milford, Oxford University 
Press, 1931. Pp. x -|- 367. los.) 

No department of economic thought is more in need of enlarge- 
ment by historical studies than is monetary theory. It is true 
that Mr. Hawtrey and Professor Gregory, among others, have 
won ground by utilising the currency experienei^s of the past 
century and a half ; and Mr. Keynes has made daring raids into 
earlier periods. But no one has hitherto borne the arms of the 
historian and those of the economist in any sustained contest. 
Mr. Feavearyear now proves himself ailept uith both and scores 
a notable success. 

Conceiving of the pound sterling not as a s])ecified weight of 
metal but as a unit of account, he traces its career from the issue 
of pennies by Offa of Mercia to the surroiider of the Treasury 
notes to the Bank of England in 1928. Readers who might be 
inclined to pass over the chapters on the Middle Ages as of no 
more than antiquarian interest would do themselves an injustice, 
for some, at least, of the major questions of to-day were posed 
to the Normans and Plantagcnots. There was, for example, tlie 
No. 166.— VOL. XLii. « 
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problem of devaluation. The alternatives presented to the 
generation that survived the Black Death were whether to 
perpetuate the rise of prices by raising the mint price of silver, 
or whether to allow' a foreign drain to bring about a fall to some- 
thing like the pre-plague level. Fourteenth-century agriculture, 
like twentieth-century manufacture, had its fixed costs; class 
interests were involved ; and the fate of the feudal system was 
sealed by the decision taken. The inquiry of 1382 set the stage 
for the first round in the battle between the sound currency school 
and the cxport(>rs; and the relative stability of ])riccs in the 
fifteenth century is shown to have been achieved by debasements 
that roughly cancelled the rise in the value of silver. Then, of 
course?, there was the everlasting controversy about the balance 
of trade and the possibility of non-monetary correctiv'os. Even 
the reparations experts may find their prototyp(>s in Mr. Foavear- 
year’s pages ; there is a Gallic touch in the advice offered to 
Henry VllT, after the fall of .Boulogne, that ho should celebrate 
the victory by setting up a mint in the town, and that coins of 
base m» tal should be struck “ so that the inhal)itants might 
have something by which to roinombcr tlie occasion.” 

It w'ould be wrong, however, to leave the impression that 
Mr. Feavcarycar is engaged in the facile pastime of collecting 
historical “ parallels.” His book — and especially the first part 
of it — is a piece of original scholarship, written by one who is 
tlieorist enough to be able to separate what is vital and significant 
from what is merely accidental or irrelevant ; and many (u*rois of 
earlier liistorians are set right. 

Successive chaiders tieat of the debasements of ITcMiry VIII 
and Echvard VI, of the reforms of Elizabeth, and of the growtJi 
of credit in the seventeenth century. Tlio insecure and, indeed, 
somewhat disreputable origins of Knglish banking are candully 
charted; the foundation of the Baidv of England is exhibited as 
the piece of inflationary finance it really was; and the issue 
between Lowmdes and Locke is sharply exposed. Perhaps the 
least satisfactory 2>urt of the treatise is tliat dealing with tlie 
eighteenth century. One suspects that tlie author, like other 
waiters, underestimates the extent of hanking facilities in the 
provinces, and overlooks the financial services rendered by the 
larger industrialists as distinct from the shopkeepers. The crisis 
that followed the Seven Years’ War is passed over witJiout any 
reference to the paper money by which the war had been financecl. 
And, though there is excellent work in the chapters on the Bank 
Restriction, no use is made of Professor Silberling’s study of the 
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period, and perhaps insufficient stress is laid on the part played 
in the inflation by the country banks. 

The elaboration of the technique of central banking in the 
nineteenth century is carefully traced; the arguments of the 
Currency and Banking schools are summarised, and the weak- 
nesses in the case of each are indicated. The final chapter on 
the war and post-war years gives due weight to causes operating 
on the demand for money, no less than to those acting on supply ; 
and, if it contains little that is novel, it is, nevertheless, perhaps 
the best resume of recent currency events that has yet seen 
the light. 

Throughout, Mr. Feavearyear has sanity and balance. Just 
as there is unbroken continuity in the subject-matter, so there is 
consistency in the running comment; and the reader is enabled 
to follow not merely the historical sequence but also the logical 
stages, first in the evolution of an automatic monetary standard, 
and then in the development of credit control. 'J'ho higher peaks 
of currency theory can never, perhaps, be scaled without deductive 
or mathematical processes not available to all. But, witli Mr. 
Fcavearycar as guide, the story of the pound sterling may bo 
used by teachers to convey the essentials of monetary doctrine, 
and, at the same time, to give a new meaning to much that now 
passes as economic history. 

T. S. AsnTON 

The U7iiversihj of ilanchesler. 

The Provision of Cmlii ivitli Special lieference to Agriculture. 
By H. Belshaw, M.A. (X.Z.), PJi.D. IVitli Two Chapters 
upon the Provision of Bural Credit in Great Britain by 
11. R. Emteld. (Cambridge: W. HelTcr & Sous, Ltd. 
1931. Pp. 314. l(\s. 6(/.) 

There is a great need in agricultural literature for a thorough 
sifting of the problems of the capitalisation of agrieulturc and 
also for a first-class u ork of reference on established rural credit 
systems throughout the world. The writing of either would be a 
task of very considerable magnitude. Dr. Belshaw, by combining 
theory with description of established systems, may appear to 
have attempted to eoinbine both tasks in the one book, but, as 
the book is primarily designed for the instruction of students, no 
claim is made cither of exhaustive discussion of theory or of 
comprehensive reference to established systems. 

The exposition of the place of capital and credit in industry 
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generally and the analysis of the principles of a modern agricnil- 
tural credit scheme are sustained with great clearness and eifect. 
If one were to criticise the theoretical side of the book, it would 
be on the score of being perhaps too matter-of-fact (if the expres- 
sion is legitimate in describing a theoretical discussion). The 
problem of capital and credit in agriculture is much wider than 
the establishing of an ortliodox agricultural credit scheme by 
legislation. Dr. Belshaw, by his emphasis on this latter practical 
aspect of the problem, gives the aj)pearance of dismissing too 
summarily a number of problems which arc fundamental. For 
example, among the characteristics of agriculture which mark off 
agriculture’s credit problem from that of other industries, Dr. 
BelshaAV does not discuss the method of capitalisation which plays 
an all-important part in determining the organisation of the 
industry. All the capital in agriculture which takes the risk of 
profit or loss is provided by the entrepreneurs themselves. 
There is practically no cax)ital employed equivalent to ordinary 
share capital in industry. Oflicial credit systems do not alter the 
fundamental situation. They endeavour only, through State- 
guaranteed institutions, to supplement the existing resources of 
the entrepreneur’s personal caintal by schemes which on the one 
hand j^lacc on the farmer what in times like the x)resent is a 
licavy burden of fixed-interest debt with compulsory rci)ayment 
l)y annual or semi-annual instalments of tlic i)rinci])al, and on the 
other hand offer the investing public what is virtually a gilt-edged 
security. On j)ractical grounds, governments have very little 
choice. It has not been considered a x^art of their functio?i to 
attract speculative capital into the industry nor to set about re- 
organising the financial basis of the industry, whereas it has been 
universally recognised that they may subsidise the establishment 
of special credit facilities on the aJiovc lines. But economists 
especially would probably have welcomed from Dr. Belshaw a 
wider discussion which would have gone beyond the x^r^^^^tical 
limitations of governments and have raised the issue of the x^ossible 
reconstruction of capital in agriculture. 

Dr. Belshaw does not embark upon the colossal task of pro- 
viding a w^ork of reference on established systems of rural credit 
throughout the world. His aim is rather to use the systems 
established in four countries to illustrate and emxihasisc the 
essential features of long-term, intermediate and short-term 
credit. His choice, too, is limited to countries where agricul- 
ture is conducted mainly on a commercial basis. Ho does not, 
therefore, include discussion of the problem as it is raised in 
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countries like Indifi cine] Cliinti, or even in the Eiiropcfin pea-Scint 
communities. 

Of the countries with whicJi he does decal, T)r. llelshaw, in 
his preface, confesses to the limitations set “ by the informcation 
available to one working in a rather remote corner of the world.” 
His descriptive materical and criticism are restricted to the U.S.A., 
Oermany, New Zealand, and Grccat Britain, with brief cap])endices 
on the Credit Foncier de Freance and Riiical Credit in South Africa. 
I'hosc readers who care already familiar with the lUcain features 
of the rural credit problem would probably seek other sources, 
which care re«adily available, for fuller discussion of the U.S.A. 
schemes, while the sections on Germcany arc seriously crippled 
for reference purposes by being entirely confined to pre-war 
conditions, information on which is also readily cavaiLablc else- 
where. The discussion, however, of credit conditions in New 
Zealand, with which Dr. Belshaw htas been intimately familiar, 
and the excellent review by Air. Enfield of the Agricultural 
Credits Act, 1928, of Gre*at Britain, will be of value to all 
readers. 

Having reviewed Dr. Belshaw’s book for the limit .at ions of 
its scope, one cannot commend it too highly for those things 
which it sets out to achieve and in which it succeeds in no small 
measure. There have ]>een very few recent attempts in English 
to present a review of the problem in book form for tlie guidance 
of those who wish to comprehend the main problems of agricul- 
tural credit but who do not have access to the treasures buried 
ill Government reports and elsewhere. For this ])ublic and for 
the large l)ody of students of agriculture and economics for whom 
an introduetion to agricultural credit is essential. Dr. Belshaw 
has ])rovided an admirable work. The straightforward style 
and the firm structure of the book are excellently suited to this 
purpose. 

The plan of the book makes necessary a certain amount 
of reiteration of the essential principles of a credit system, 
which is no disadvantage where the primary purpose is the 
introduction of students to the subject. Fart I outlines the 
general problem of capital and credit. This method of attack 
is one of the best features of the book for teaching purposes. 
There is always a tendency to treat agricultural credit as an 
isolated problem for the simple reason that in most countries it 
docs appear in jiractice to have very little immediate association 
with the general credit problems. Fart II proceeds to examine 
the special conditions of agriculture and the dem.ands which these 
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coiiclitioas create for a credit system peculiar to the industry. 
Part 111 deals with long-term credit, first as to its general principles 
and then by examination of the systems develoi^cd in Germany, 
U.S.A., New Zealand and Great Britain. In each case an out- 
line is given of the machinery and an estimate made of its weak- 
ness or strength. Part IV deals with short-term and intermediate 
credit on the same plan. As already stated, the chapters on 
long-term and short-term credit in Great Britain arc contributed 
by Mr. K. B. Enfield and are presented with the conciseness and 
lucidity which characterise all his wTiting. 

J. P. Maxton 

A gric n Itu ml Econom ics 
Research Institute, Oxford. 


Bank ing Standards under the Federal Reserve System. By Horace 
Secrist, Ph.D., Bureau of Business Bescarch, North- 
Western University, Illinois, ((liicago and New York : 
A. V\^ Shaw Company. 1928. Pp. 420 + xxxviii.) 

Professor Secrist has been engaged for some years in in- 
vestigations concerned with the operations of individual firms 
and groups of firms in various dei)artmonts of trade. These 
studies have been statistical studies of data illustrative of location 
of the business unit in relation to the ceniro of activity of the 
place in which the unit is situatc<l, of size of the unit lioth from 
the point of view of “ physical ” size and from th(5 point 
of view of volume of business, of operating expenses, wages, 
rents, and so on, of turnover and of })rofits. TIk'so studies 
have covered a wide field, having been concerned >vith retail 
clothing, hardware, etc., and in addition with banking. Pro- 
fessor Secrist has appended a list of publications by his depart- 
ment on these toj)ics to a paper by him in the Journal of the Royal 
Stutistical Society, Vol. X(,TV, 1931, p. 591. In all these invest- 
igations the same kind of statistical results an) achieved, a 
tendency, broadly speaking, for certain statistical ratios in the 
nature of averages, derived for the individual units, to remain 
fairly constant, as far as whole groups of units are concerned, 
over a period of years, which in no case is more than ten. 

The xiresent volume gives the results of such investigations 
in the Banking field. I'liese results really are concerned with 
two kinds of original statistical data. The first deals with stat- 
istics for each of the twelve Federal Beserve districts as units, 
and the data are total earning assets, loans and discounts, 
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investments, total deposits, time deposits, demand deposits, 
gross earnings, total expenses, salaries and wages, interest on 
deposits, interest and diseonnt on borrowed money, taxes, 
“other’’ expenses, and net earnings. The period covered is 
1919-25. The second part deals with statistics for the Boston 
District and the New York ]3istrict. The units are individual 
banks, the data arc of the same kind as in the first part but not 
in sucli detail, and tlic number of years for; which data were 
availal)]e is less. The secondary statistics which are used to 
reduce the original figures to comi)arablo statements are simple 
ratios mainly of the data characteristic to “ Earning Assets.” 
In otJicr words, the figure of “ Earning Assets ” is, for the most 
part, tliat whicli is used as a datum to whicJi the other figures 
are referred. The book consists, as to tlie first part, of an ex- 
amination of the changes which take jilaco in tliese ratios from 
year to 3 Tar (1919-25) in tlie ease of each of the twelve districts, 
and an examination of the likenesses and differences between the 
different district figures x’ear by j-ear; and as to the second part, 
of a more intimat(i examination of tlie changes taking jilace in 
some of these ratios from year to year in respect of individual 
I’anks and the similarity of experience lietweeii different banks. 

The (Miormous amount of work involved in such a study as 
this, whic^h has just been outlined, will lx; a])j)reciated, and only 
by a combined elTort on tlie part of a group of j)eo])lo could 
such a task lie undertaken with the ho])e of arriving at tlie end 
of the labours within a short space of time. Such elforts are 
])ossible bv the Bureau of Business Research of which Professor 
Socrist is the Director. ’Flie Bureau and its Director arc to l)(* 
congratiilaled on tliis achievement. Tiio results of the investiga- 
tions are set out in great detail with the accompaniment of tables 
and, where iiecessarv. of gra]>lis, so that anvone interested in 
any particular as]H'ct of banking ])raclice in the Lnitod ^States 
in recent XTars can easily obtain here, in a concise form, a statis- 
tical survey of the results of tlio operations of such practice. 
Indeed, tiiis last was oiu' of the expressed intentions of Professor 
Secrist in pursuing tlu; investigation. It was assumed, him, 
that banking experieuci; over a series of years would show, on 
detailed anaU sis, tendencies of one kind or another vliich could 
be measur'd, and tliat these would have a practical value in the 
sense that, if they undoubtedly existed, they would serve as 
bases to the banks when, in future, (questions of policy would 
arise. Naturally, certain of these would probably be well known 
in banking circles, but it was possible that the general as opposed 
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to the local aspect would expose other points of view not imme- 
diately apparent to the practical banlcer. Furthermore, having 
discovered, in his detailed examination of statistics relating to 
certain retail activities, certain pronounced tendencies, the author 
could see no reason why the same kind of result should not be 
obtained in these investigations in the banking field, on the grounds 
that there were operating the same kind of economic motives in 
this field as in others. 

Further, it was hoped that a knowledge of these results would 
have ecomonic significance, on the grounds that they emerge 
as a result of the working of economic forces. The author finds 
conclusive evidence of order in the banking system, “ its several 
parts, geographical and group, resjJonding in much the same 
manner to change, and its several processes being interrelated in 
a definite manner.” He finds that ratios tend to certain standard 
or “ norm ” values over a period of years. District or group 
ratios which are high or low in a given year with respect to the 
average seem to decTcase or increase until they are nearer the 
average in the following year, as though forces were in operation 
constraining the institutions to achieve certain results. On the 
other hand, geographiijal considerations appear to have effect 
on the size of ratios. The ratios of certain districts arc consis- 
tently above and those for other districts are consistently below 
the average. Similarly, differences in ratios between banks are 
associated with size and location, and these persist from year to 
year. Naturally, as the author points out, each distric^t lias its 
own standards of banking requirements; these arc associateil 
with the peculiar distribution of money, credit, and industry, 
determined partly by geographical features, and these geograjih- 
ical features tend to persist from year to year. Changes origina- 
ting from any one centre tend to be felt in all the various parts 
of the system and give rise to the peculiarities noted in the book. 
How far administrative changes subject to a conscious standard 
of what is “ right ” are associated with these changes, or how 
far these changes are associated with competitive forces working 
“ blindly,” is the speculation the author makes when discussing 
the implication of the results of his statistical investigations. 

Professor Secrist will attempt an integration of the results 
of the various studies whicli he has made in the last ten years, 
which were referred to in the first part of this review. Ho will 
try to find the economic significance of these “ norms, trends 
and correlations ” to which he so often refers. There should be 
some explanation. This kind of study is not unusual. We ob- 
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serve changes or likenesses between birth-rates over a series of 
years and we discuss their significance. What happened in the 
period 1870^1925, when the birth-rate in England and Wales 
consistently declined, while that in Ireland remained more or 
less steady ? If we alter birth-rate to “ Ratio of Total Deposits 
to Earning Assets,” England and Wales to No. I Federal Reserve 
District, contract the time a little, we have Rrofessor Secrist’s 
problem. It may be that the time element is of importance; 
that is to say, contrary tendencies may be discovered, say, in a 
period 1920-31 ; but if that is so, explanation is still necessary. 
We shall therefore look forward to the results of Professor »Secrist’s 
more recent efforts in considering the true significance of all 
these studies. E. C. Rhodes 


Evrope the World's Banker , 1870- 1914. An Account of European 
Foreign Investment and the Connection of World Finance 
with Diplomacy l)eforc the War. l^y Herbert Feis. 
(Yale University Press; Oxford University Press. 1930. 
Pp. xxiii 409. 22.y. Orf.) 

This book, by the former iSinton Professor of Economics at 
the University of Cincinnati, has been prepared for the Council 
on Foreign Relations, a l)ody whose purpose is “ to study the 
international aspects of America’s ])olitical, economic, and financial 
problems.” The original 2 )urpose ” of the volume w’as to 
“study the main trend of (the) migration of capital” from 
Western Enro])c into other lands. “ Rut in*eliminary study soon 
revealed that its connections with tlie political and diplomatic 
events of ])re-war days were nuincrou.s and important. The 
wwld from wdiich the capital moved was made uj) of liighly 
ambitious, com 2 )ctitive national states. The regions to which 
it moved varied enormously in the character of their peotdes, 
their powers of self-government, their ability to j)ut borrowed 
capital to good use, their i)olitical strength. The place of many 
of these regions in the \)oliti(*al arrangement of the w-orld was, 
even then, in the l)alance. Their transactions with foreign 
capital often settled the outcome. . . . FinaiKual force w’as often 
used to buy or build jiolitical frieiidshi}) or alliance, was often 
lent or withheld in accordance with political calculations.” We 
may regret that the original object was abandoned, for a study 
of the devclo 2 )ment of backw’ard or needy jico^iles under the 
influence of imported capital would have been of extraordinary 
interest, and probably of more value to America to-day than the 
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present volume. Still, a story is iilways more exciting when it 
has a villain in it, and Mr. Charles P. Howland, Director of 
Research to the Council, in an Introduction, brands that villain 
as the system of international anarchy which called to its aid 
the financial strength of the counter-intriguing nations ” and so 
produced the European War. 

The intricacies of the connection between diplomacy and 
finance have compelled the author to limit his studies to the 
activities of the British, French, and Germans, and to omit from 
his survey America, Africa excejJt the north, and Asia outside 
Turkey, Persia, China, and Jajian. His first three chapters 
record the spread of the movement of capital from the three 
lending countries, its growth, geograpliical a23])]iciition, and the 
character of the investment. Figures are given as to the amount 
of the investments, the ])articulars being taken from various 
authorities who seem to the author to be (competent; there is 
no independent investigation or criticism. 1'hrec more chajjters 
expoui d the relations between finance and government in the 
lending countries, and these arc set forth in greater detail in a 
series of studies dealing with particular eases of financing — 
Russia, Italy, Portugal, the Balkan States, the Ihilkan Rail- 
ways, Turkey, Railroads in Asiatic Turkey, Persia, Egypt, 
Morocco, Japan and China. On the whole, t he United Kingdom 
comes out of the history not badly. Her accumulated wealth 
early sought investment abroad, and ‘‘ the satisfactory o])eration 
of the British economic system J)ecamo moie and more fully 
linked with the satisfactory development of the rest of the world.’* 
British financiers, therefore, undertook the industrial dcvt'lop- 
ment of new lands, characteristically in the .Dominions, India, and 
Argentina. The general tradition and ofiicial poli(\v ” of the 
Government w^as to liold aloof from such operations, and investi- 
gation show's that the chief d(‘])artures from that course, ns in 
Egypt, Asiatic Turkey, and Persia, were due to the desire to 
protect the route to India. In France, on the otlier hand, the 
connection between governments and finance lias a long history, 
and ‘‘ the continued tradition of Government supervision of the 
stock exclianges made it natural that the Government should 
exercise powers of decision over the trade in foreign sc^curities.” 
M. Poincare in 1012 declared that his Ministry would undertake 
“to combine with French military and naval pow'cr, as con- 
verging and connecting forces, the financial power which is so 
great an aid to France,” and M. (vaillaux, in the following year, 
avowed that “ I have admitted to quotation only those foreign 
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loans which assured France political and economic advantages.’’ 
’J^hroiighoiit the period covered by Mr. Feis, Germany was always 
in need of capital. Industry was greedy for funds, the agrarians 
wanted subsidicSj and tho Socialists were opposed to foreign 
“ exj)loitation.” Any movement towards overseas investment 
was thus met with a permanent opposition. “The investment 
was stimulated and maintained rather by the initiative of the 
German banks and industries. Tlu^y recognised that Germany 
must participate in the financing of certain areas into which 
German commerce was trying to expand. It w^as carried for- 
W’ard sometimes against an unfavourable current by the Govern- 
ment as an investment in German commercial and political 
aspirations.” 

These broad characterisations are developed in the particular 
studies which reveal much that Western Europe has need to be 
ashamed of. If this feeling of shame leads to a ])urification of 
the soul, this book will have been justified. It is to be regretted 
that the author has su])])Iied neither an index nor a bibliography 
and has provided no means of determining the coni])arativo 
value of the authorities (pioted in his notes. He himself can 
hardly be coininended for ])ersistent accuracy when in his chapter 
on' Ghina he w'rites of the dismemberment of that country and 
sj)ecities that in the ’eighties Great Britain put Burma under 
its Indian administration.” 

Henry W. Macrostv 


Basinej<s ForccastuKj. The Vriiiciples and Ihactice of Forecast- 
ing Business and 8tock ^larket Trends, with especial refer- 
ence to Business (>*les. By Lewis H. H.aney, Director, 
Bureau of Business Kesearch, ]\ew' lork University. 
(Ginn & Co. 1931. Bp. xiv |- 378. lls. U, net.) 

Every business man must be a forecaster or a bankrupt, 
and Hr. Haney wdsely says that sound business forecasting 
might almost bo defined as the accurate analysis of existing con- 
ditions and their causes, made as a basis for a fair and wise 
interpretation of the trends that may logically be expected to 
result therefrom.” To the idle query why forecasters do not 
become millionaires he answers : “ To be a really good forecaster 
one must be a scientist and be willing to make laborious studies 
in a most impartial manner and spirit. Probably few' successful 
business men have either the requisite time or the qualifications 
for such work, and certainly few forecasters w ho have the requisite 
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training and scientific attitude will be found to have the qualifica- 
tions best suited for success in business.” Assuredly no one who 
has carefully studied this excellent book will light-heartedly 
enter upon the profession of forecasting. Our author expects 
also that his art will be of service to economics, saying that “ the 
problem of business forecasting is a challenge to the science of 
economics and a test of the accuracy of economic laws,” but he 
would seem to think of those “ laws ” as more rigid than we on 
this side of the Atlantic to-day conceive them. 

After a sketch of the economic background a chapter is 
devoted to an account of the uses of statistics in business fore- 
casting, of the different advantages of absolute figures, relatives, 
and index-numbers, and of the methods of eliminating seeular 
trend and seasonal variation. Here, as frequently, the author 
warns the student against making an idol of particular methods 
or results. The forecaster should ever recognise that the most 
carefully determined long-time trend is apt to be fickle and 
uncertidn.” There remains after these deductions th(^ business 
cycle of about three years. Of correlation lie would, on the 
whole, appear to make little use. Three very valuable chapters 
follow in which various series of statistical data are examined 
and their respcc^tive merits and demerits set forth. Production, 
building, imports, car-loading, bank debits, sales, shipments, 
foreign trade, money and banking, failures, and the stock market 
are covered. The material is, as might be expected, entirely 
American, and it fills one with sadness to reflect on the scanty 
amount of British data available compared with the abundant 
supply provided in the “ Surveys of (Current Business ” pub- 
lished by the United States Heimrtment of Commerce. Dr. 
Haney does not care for composite indices, as they give a “ blurred 
picture”; of these the Harvard “business curve” is, perhaps, 
the best known in this country, and, describing it as “ the simplest 
and most peculiar of all,” lie says that “ (dearly such a curve cannot 
l)e a measure of business volume or activity, and its virtual failure 
to respond to the recession of 1927 should be noted.” Then come 
two chapters on business cycles, which he does not regard as due 
to external factors but to causes within business itself, originat- 
ing, on the one hand, in maladjustments of production, stocks, 
and profits, and, on the other hand, in maladjustments of credit, 
capitalisation, and security markets. A general business cycle, 
he says, includes two or three years of expansion followed by 
either a sharp turn downwards or a flat top of a year ; the period 
of recession is usually from a year to a year and a half, and the 



1932 ] EVANS : MATHEMATICAL INTRODUCTION TO ECONOMICS 93 


duration of the bottom level may be brief or prolonged. Separ- 
ate industries may have their own cycles ; for example, that for 
the textile trades is about two years. 

Dr. Haney’s own particular contribution to the art of fore- 
casting is the “ P/V line.” “ The P/V line is a commodity price 
curve adjusted for variations in physical volume, or a series of 
ratios between price and volume,” and is applicable both for 
single commodities and for business in general. By it ho claims 
to measure the relation between intensity of demand and the 
intensity of the desire to sell or “ selling resistance.” It involves 
“a comparison of the changes in commodity prices witli the 
changes in the physical supply of commodities from month to 
month.” Bradstreet’s index of commodity prices is taken as P 
and railway freight tonnage adjusted for long-time trend and 
seasonal variation as V. The derived line has a long-time trend, 
and when the line itself “ rises above its normal trend, business 
recovery is forecast. When it falls below normal, business reces- 
sion is forecast.” It “ often forecasts the trend of general busi- 
ness by as much as from four to six months.” In his Preface 
Dr. Haney claims that “ the barometer at least has the merit 
of having worked successfully throughout the trying period of 
the last ten years. In so far as I know, it is the only so-called 
barometer-line which has stood that test.” 

Of the remainder of the book, 155 ])ages are given to the 
discussion, with reference to American data, of the most satis- 
factory ways of forecasting general business trends and of fore- 
casting for particular industries, commodity prices, interest rates, 
building activity, automobile production, retail trade, and stock 
exchange movements, and examples of the author’s own estimates 
of the business situation at dilferent times are rpioted. A great 
deal more is involved than manipulations of numerical data, and 
Dr. Haney’s perfect forecaster would be an eiu:yclopa?dist. All 
students of industry t’an read this book witli jnolit, whether they 
are able to use statistical apparatus or not. 

Henry W. ]Maciiosty 


Mathematical Iniroductio)i to Kconomics, By Griffith C. Bv^axs. 
(London: JMcGraw- Hill Publishing (\mipany. 1930. Pp. 
xii+ 177. 15.s‘. net.) 

This book is interesting as showing a niatliematiciaii s approach 
to economies. Professor Evans states liis intention thus : I do 
not attempt a voluminous or complete treatise, but give a short 
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unified account of a sequence of economic problems by means of a 
few rather simple mathematical methods.’’ A reader who is 
already a trained economist and a competent mathematician will 
find a good deal that is stimulating and novel both in the state- 
ment of, and method of attack on, a considerable number of prob- 
lems. But since there is no clear thread of economic theory in the 
treatment, and no attempt at a general theory of any wide region 
of economics, a mathematician without economic knowledge will 
not obtain any thorough grasp of that subject ; while tlic trained 
economic student will find the mathematical treatment difficult 
and in many places of a quite advanced kind, wliile he will be 
bothered by the unelucidated mathematical character of the 
solutions. In fact, the appendix to Marshall’s Principles of 
Eco7wmks is far more useful to the student of economics, quite 
aj)art from more recent studies on mathematical economics. 

Unfortunately a great part of the analysis is vitiated by the 
assumption in many approximations that the integral su])ply 
curve \s of quadratic form q{u) ^ -\~ Bn C, where units 

are produced in unit time, and q(u) is the cost of [)roducing them. 
In order that q{u) may always be positive, A must be positive; 
therefore the marginal unit cost, 2.4a + B, has always an upward 
slope ; that is, “ decreasing return ” is assumed. For ‘‘ increasing 
return ” A must be negative, and a further term is necessary so 
as to keep the expression j)ositive wlien n is increased. 4’his 
limitation is specially unfortunate in the chapter on taxation (V). 

The work may be recommended to advanced students wdiose 
critical faculty is well d^^vcloped because of the new vistas opened 
out in Chapters IV, XI V and XV, where changes of relations in 
time are considered. A. L. Bowley 


The National Gain. By Anders CnYJ)ENius. Translated from 
the Swedish original, published in 1705. With an Intro- 
duction by Georo SciiAUMAX, Wi.T)., Director of the 
University Library, Helsingfors. (London : Ernest Bonn, 
Ltd. 1931.) 

Anders ('jiydenius was the son of a Finnish clergyman, and 
he himself was for half a century, from 1753 till liis death in 
1803, a clergyman in North Finland. The even course of his 
life was only interriqjtcd by his being elected three times a 
member of the Swedish Diet as a representative of the Finnish 
clergy. But those periods became a time of exceptionally 
abundant and productive political and literary work. For the 
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observer studying his writings it will soon bo apparent that 
whatever economic or political questions Cliydcuius may have 
dealt with were all founded on the same constant idea of free- 
dom : “ A native country without freedom or benefit is a large 
word of little meaning.” 

So was also the case with the economic pamphlet that has 
now been translated into English. Chydenius was, it is true, 
still a believer in the Mercantile theory of the Balance of Trade. 
“ The value of exported goods in excess of that of imported ones 
is rightly called the gain of the Nation, and the value of imported 
goods in excess of that of exported ones will always be its loss ” 
(p. 47). But this aim was to be aeliieved only through a liberal 
policy, a conclusion that was based upon two important theses. 
The one was that of natural division of labour between the 
industries and the nations. “ Our wants are various, and nobody 
lias been found able to acf[iiirc cv(mtl the necessaries of life with- 
out the aid of other ])e()i)le, and there is scarcely any Nation that 
has not stood in ne(‘d of others. The Almighty Himself has 
made our race such that we should help one another. Should 
this mutual aid be checked within or without the Nation, it is 
contrary to Nature ” (p, 40). 

The other of (hydenius’ fundamental doctrines was that the 
individual, in endeavouring to jnirsuo liis own interests, is also 
jiromotiiig the public good. In accordance with this doctrine 
(hydenius deculedly rejected the JMercantile policy; he con- 
sidered ordinances, enactments for tlie regulation of trade, 
monoporK‘S, and all kinds of prohibition as matters causing 
“ unnecessary and useless trouble.” His own System of Economic 
Freedom is outlined in one of the coiieluding passages of the 
book as follows : 

“ It gives liberty to all lawful trades, though not at the 
expense of the otliers. It ]>rolects the poorest business and 
encourages diligeiiei? and free trade. 

“ It weiglis everybody in the same scales, and gain is the 
right measure that shows who should have preterc*iice. 

“ It relieves the (Government from thousands of nneasy worries, 
vStatutes and supervisions, when ])rivate and National gain merge 
into one interest, and the harmful seltishncss, which always tries 
to cloak itself beneath the Statutes, can then most surely be 
controlled by mutual competition. 

“ It allows a Swede to exercise the dearest and greatest right 
in Nature the Almighty has given him as man, i.e, to support 
himself in the sweat of his brow in whatever way he thinks best. 
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“ It snatches away the pillow of laziness from the arms of 
those who, thanks to their Privileges, can now safely sleep away 
two-thirds of their time ” (p. 88). 

Chydeniiis iniblishcd this system of economic thought about 
ten years previous to the publication of Adam Smith’s epoch- 
making work. It is peculiar to note how well the ideas of this 
simple Finnish country parson coincide with those of the great 
Scottish economist. He did not, it is true, advance any scien- 
tifically developed system comparable to the work of Smith, as 
his numerous writings were more or less of an occasional nature. 
The same was, however, the ease with other predecessors of 
Liberalism. But scarcely any of these economists, not even 
David Hume, fornuilafed the claim to economic liberty with 
such energy and unfailing consequence as Anders Chydenius. 
He must, therefore, be regarded as a remarkable figure in the 
history of economic thought. 

B. SUVIRANTA 

Prosperity. By M. J. Bonn. (London : Martin Hopkinson. 
Pp. 188. 7^. U.) 

This study of ‘‘ myth and reality in Ameiican economic life ” 
passes before our eyes with the swift movement of a film. The 
post-war prosperity of Amoikia caused the changes which might 
have required twenty -five years to take place, in the author’s 
view, in five years. And in this period capitalism lorded itself 
as the system which, after all is said, supplies tlu^ goods. Dr. 
Bonn’s account begins with Columbia, just entered into a wind- 
fall heritage, and there are many vivid pictures of its industrial 
and domestic life; glimpses behind many doors, where financiers 
plan, the foreigner is given loans, the land pioneer settles in new 
clothes in a Californian suburb, and the city family operates the 
switches of its mechanised domestic equipment. And there arc 
many close-ups of types ; strained features mostly, of those who 
live quick rather than content^jdly. Dr. Bonn is a keen observer 
of psychological tendencies, as well as of events, and as the 
opening picture fades into one of difficulty and disillusion his 
running captions are striking in phrase and epigram. 

The idea to which this impression leads up is the “ crisis of 
capitalism,” the threatened failure of the “ old magic,” if its 
psychology is so devoid of memory as to suppose that every 
boom will be the last, and will stabilise a golden ago. It is this 
that, to borrow an American term, Dr. Bonn has “ framed.” The 
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appeal of an impression is in the sliading of its lights, the force 
of apt words, and the pointing of shaft-like plu-ascs. In those 
Dr. Ilonn is skilled; and those who have read his Schickml des 
deutschen Kapitalisrmis will find here a similar provocation of 
economic ideas and contrasts. 

13. H. Macgregor 

Poverty in Plenty, By J. A. ITobson. (London : Allen and 
Unwin. 1931. J^x). 92. 2s, Gd.) 

In this essay Mr. Hobson attemx)ts to synthesise the moral 
and the ceonomk; doctrines which arc widely associated with his 
name. In brief, he finds fault with the distribution of wealth 
on three ^'rounds : first, ])ccauso it is governed by the pulls of 
relative bargaining strength and not by any consideration of 
('([iiity ; second, because, by allowing favoured agents of pro- 
duction to enjoj'' a surplus over the necessary costs of that i:)ro- 
diudion, it is guilty of waste; and third, because it is responsible 
for the failure of (*onsum])tion to keep i)aco with proiluction. 

The truth of the third (and most disputable) cliarge, on which 
JMr. Hobson has writ ten so fully elsewhere, is here assumed 
rather than ])rovcd. It plays, however, not the least important 
jBirt ill ^1 r. I lobsoids case ; and (dcjiarting from his usual courtesy) 
ho goes so far as to hint very broadly that those who do not 
acceiit his anal^'sis on tliis matter must either be guilty of evasion 
or have allowed their reason to lie perverted by their interest- 
laden minds. 

The other two ])roxiositions raise some interesting issues. 
The author is concerned to stress the point that all values are 
socially created and that nobody can Iherefore strictly claim to 
have personally jirodiiced any thing or even any value. Xover- 
theless he admits that, as things are, wo cannot wholly ignore 
the force of economic motives as incentives to productive activity. 
He suggests, therefore, that, instead of xieriiiitting everybody to 
oxaet tJio higlu'st jiriee lie ean for whatever he docs or sells, ive 
should j)ay enough to jirovide the “ incentive socially necessary 
to secure his eflicient services.” Clearly, in this formula it is 
only the words “socially necessary” which distinguish ]\Ir. 
Hobson’s ideal from the status quo ; but we arc given little help 
in determining the meaning of these crucial words. AU that docs 
emerge is that the formula would forbid the jiaymcnt of any 
surpluses to the supra-marginal producer. Such surpluses Mr. 
Hobson would cither sjiend in the develoi)ment of collective 
No. 195, -VOL. XLll. 
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utilities (parks, libraries and the like) or in providing higher 
wages and more leisure for the mass of the people — thereby, 
presumably, paying this section of the people more than the 
socially necessary amount to which alone he has already decided 
that they are entitled. Nor is Mr. Hobson’s case advanced by 
the argument that, if there were fewer rich to pay big prices, 
those who serve the rich would have to work, and would work, 
for less than they now demand ; for that is merely a statement 
of one of the principles governing i\\c present system of distribution 
by pulls, to which he so strongly objects. 

Altogctlicr this is an unsatisfactory book. There is a thunder- 
ing good ease to be made against the amorality and the wasteful- 
ness of existing distributive arrangements. But Mr. Hobson’s 
essay leaves the impression that on every page the author is 
damaging a good cause by bad (and not always mutually con- 
sistent) arguments. 

Barbara Wootton 

Causes and Cures of Unemployment. By Sir W. H. Beveridge. 

(Longmans. Bp. 70. 2s. Gd.) 

This volume, in which lucidity and skilful marshalling of 
statistical material go without saying, re])ublishes six wireless 
talks on Uneniployinent given in the middle of 1031. The 
treatment of the subject will l)e familiar to readers of Unemphy- 
7 nenl, a Problem of Industry ^ : the pre-war ])roblem is diagnosed 
as one of a reserve ratlier than a surj)lus of la hour ; tlie unemploy- 
ment of 1022 20 as the rcsidt of the inflexibility of the system; 
and the slump of 1030 largely as the outcome of luonetary facd-ors. 
Other chajiters deal with the broader social influences of Un- 
employment Insurance and remedies for the present labour 
surplus. 

The ‘'planning in concert ’’ which Sir William suggests when 
dealing with remedies is ])erhaps most vitally linked with his 
ehai)ter on the “ dead-weight ” of unemployment between 1022 
and 1020. There, he argues that the increase in real w ages between 
1013 and 1020 lias oulsti jpped productivity per head and that the 
wage increase has come from a national income not approchibly 
larger. Whilst this contention is essential to the view that the in- 
flexibility of the system w^as responsible for unemployment in 1 022- 
20, statistics available on tlie f^ucstion are extremely perplexing and 
contradictory. There are two quite distinct views of the extent 

' Reviewed by D. H. UobertBon, Economic Journal, Marcli 1931. 
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to which output per head increased between 1913 and 1929.^ 
Moreover, it is known that in some industries, notably cotton, any 
index of output per head, showing movement since before the war, 
is almost meaningless because of changes in the fpiality of the 
product. A recent comparison of the national income in 1924 and 
1931)2 suggests that the i)roportion which wages l)ear to the 
total national income actually decreased from 38 j)cr cent, in 
1924 to 37 per cent, in 1930. So far as statistics arc concerned, 
the Trade Union leader who argues that reorganisation ought to 
precede vage reductions, even now has at least as strong a ease 
as the employer. Terliaps the only safe conclusion to be drawji 
is that the measurements of these economic phenomena arc still 
too fragmentary to be used as the basis of generalisations. 

It is not possible to cavil, however, at the picture which is 
drawn of the serious social consequences of the Unemployment 
Insurance scheme as it oi)erated up to 1930. The warning that 
insurance “ is making life in some ways not better but worse, 
and is playing dow n to the slackness and carelessnesses of human 
nature, not pla}'ing up to wdiat is best in it,'' is a courageous 
indictment wdiieh, fortunately, must have obtained as wide an 
audience as it merited. 

Jons Jewkks 

The Riddle of Uiiemploymenl. By Douglas Knoop, M.A. 

(Macmillan iS: Co. 4<s. (ki.) 

Under the above title, Professor Knoop has printed the gist 
of a course of lectures given to an Advanced Tutorial Class in 
Sheffield. The book is not in any sense a new contribution to the 
study of unemployment, but aims rather at summing up the main 
causes of post-w^ar trade depression and financial dislocation. As 
such, it is a useful addition to the growing list of hand-books wliich 
set out to explain the economic distresses of our time. Falling 
prices, high taxation, high wages and tariffs are all discussed in 
a clear and, at the same time, concise manner. 

The reviewer would like to take this opportunity of venting a 
small personal grievance. Mhy' should economists, who wTitc 
learnedly on good iind bad trade, so often nowadays disguise their 
real subject under .some title including the word Unemploy- 
ment " t Do they hope thereby to commend their books to 

^ Sco C. G. Clark, “ .Statistical Studies of the Present Economic Position of 

Great llritain,” Ecomimk’ 1031. . . 

“ See W. IJ. CoalcH, “ 'i’he Cili/.oii*ii Purse,” Manchester Statiyitral Soaefy, 
December 1931. ^ 
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people who would otherwise ignore them ? That certainly happens 
to some extent. But surely they know that unemployment ” 
and “ trade depression ” are not synonymous terms. Each can 
and docs exist as a grave modern problem independently of the 
other. It might indeed be an aid to clearer thinking if Unemploy- 
ment were recognised to be, on the one hand, a social question, and, 
on the other hand, only a negative aspect of a greater and more 
complex Employment question. Just as we liave a Public 
Health (not sickness) Policy and £t National lleallh Insurance 
scheme, so we ought to realise the need of a National Employ- 
ment Policy. Sucli a policy would have little to do with the 
expansion of the country’s business, but much to do with the 
more scientific i-ogulation of the labour force required in tliat 
business, whether it is expanded or not. 

R. C. Davison 

Industrial Evolution. By N. S. B. Gras. (Oxford University 
Press : Hunqdirey Milford. 1930. Pp. 259. Ss. iid.) 

Economic historians have never been a])lo to I'cach agree?iu?nt 
on classification. The political organisation, the extent of tlie 
market, the form of association, the nature of the work or instru- 
ment or source of power have each been uscmI as tlie touclistojie 
by which one economic period may bo distinguislu^d from aiiotlier. 
And even those who accept the same differentia do not always 
use the same language. In this volume Pj'ofessor Gras Jays down 
his own scheme, though lie is concerned with lla' (uolulifui of 
manufacture only. 

His first stage is that of production for use, which, ho is 
careful to point out, is not coincident witli the ‘‘ liousctiold 
industry ” of Biicher and others, for the work was often done 
outside the home. As a type it is to lie found in every country 
in the world to-day ; and attention is called to the way in which 
political forces, like Indian Nationalism or American Prohibition, 
may revive the typo long after it has c(iased to exist as a stage 
of industrial dcvcloimient. Next comes retail handicraft, or 
production for direct sale, which, we are warned, is not to bt) 
identified with the gild system. It is followed by wliolesale 
handicraft, or production for indirect sale through merchants ; 
and this is divided into an independent phase, when the worker 
sells his product outright, and a dependent phase, when lie 
receives a piece wage, and perhaps works with tools owned by 
his employer. To some writers the first, and to others both, 
constitute the domestic system — a term rejected by Professor 
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Gras as liable to confusion with household economy. The fourth 
stage is that of the central workshoj) when — in the interests of 
quality and specialisation, and because of the growing recognition 
of the importance of time — the workers are congregated in large 
establishments where hand processes are carried on. In England 
this stage was very short and many have overlooked its existence ; 
l)ut it played a real and important part in the evolutionary 
process. When power, which had been used in the mill in earlier 
st<ig(^s, was introduced into tlie central workshop, manufacture 
entered upon its latest stage, that of the factory system. 

It is perhaps too much to hope that the new pattern will 
mnke an immediate a])peal to all : neologisms like “ usufacturc ” 
anrl “ mercifacturo ” may deter some from a proper examination 
of the design itself. Jlut that the grammar of economic history 
should remain as at yu'csent is unthinkable ; and the effectiveness 
of llio sohition now offered is amply demonstrated in the early 
eha])ters of this volume. 

After an account of the Industrial Revolution in Britain and 
New England, Mr. Gras reviews the ju’ogress, in turn, of the iron 
and ste(‘l, tlio boot and shoe, the chemical and the electrical 
industries. The lusioiy of a single, though hardly tjT)ical, 
Ameiican business is traced over eighty-six years, a summary 
is giv('n of recent changes in industrial structure, and some 
inlori'sting reflections are made on the ])ast and future of art in 
industry. 

As in every work of compression, there are, here and there, 
dangers of misapy)rehension. An uninstructed reader might infer 
that all Livery Com])anies had the same restricted geographical 
range as the gilds; he might imagine that the formation of the 
Geiu'ral (hamber of ^raiiufacturers in 17S5 marked a tiirning- 
])oint in lOnglish history; and he might assume that conditions 
in the surviving handicrafts of present-day Britain were those 
that prevaiU'd b(‘tore ever the Trade Boards were thought of. 
But th(\so are unimportant. Professor Gras has written a sketch 
of industiial progrevss highly stimulating to tliought. Ilis net 
brings to the surface new data from almost every age and every 
eonntry. He has an eye for the incturesquc, yet he never allows 
the reader in coiitem])lating the past to forget that ho is living 
in the twentieth century. His book should be of special value 
to those who, entering modern industry, are curious to know 
both how it has arisen and where it is tending. 


T. S. Ashton 
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A/h Inlrodiiction to the Political Economy of Burma. By *1. S. 

FiJRNiVALL, I.r^S. (Retired). (Burjiui Book Club, Ltd. Bs. 

2.12, or 4cS’.) 

In his preface to this compact little volume, Mr. Furnivall 
points out that it is not a text-book of economics, but that it 
deals with the economic aspects of the social and political organ- 
isation of Burma. He claims that the mere statement of the 
facts carries its own implications and that these facts are 
argument for the recognition of Nationalism in Burma as a 
policy not only for Government but for all Europeans there, 
even if their interest in Burma is strictly economic. Despite liis 
disclaimer, this book is, in fact, based on lectures delivered to 
students of economics in the University of Rangoon, and it is 
open to question whether the statement of sucli advanced j^olitical 
views as Mr. Furnivall indulges in sliould find a place in a course 
of lectures delivered to impressionable and inexperienced youths. 
Mr. Furnivall’s political views may l)c summed up by saying 
that, like so many visionaries, he looks back with enthusiasm to 
a Golden Age which has all the glamour of remoteness to llu)so 
who have not had the misfortune to live in it, and attributes 
the whole breakdown of the social organisation to tlu^ orderi'd 
Government which followed the annexation first of Ijower .‘ind 
then of Upper Burma. 

Sufficient comment on his views is contained in ]\[r. FurnivalTs 
own words. Of Upper Burma he says, “Over most of Gp|>cr 
Burma the rainfall is sc uncertain that there was oft(ii local 
scarcity and sometimes widesj)read famine . . . epidemics wciv 
not infrequent and would often wipe out whole villages. ... In 
addition to these natural causes of instability, social life was 
made precarious by long-drawn-out wars and frequent civil strife. 
. . . Although there was a highly com|)lex social organisation 
based on custom the continual disturbances never allowed (‘ustoni 
to become a binding force.'* Of Lower Burma : “ The continual 
warfare between Pegu and Ava, terminating with the subjection 
of Pegu in 1754, laid waste vast areas over which the breakdown 
of the social order, always imminent in U])per Burma, actually 
took place. In the Revenue Inquests of 1145 and 1104 B.E. we 
read of whole townships which had lapsed into tall jungle and 
high grass where the elephant dwelt and the tiger held dominion. 
When the British arrived nearly 100 years later, much of the 
country still lay waste. Hence, over the greater part of Lower 
Burma there was no village life, but a few scattered families 
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(3ultivating paddy in small clearings in the jungle.” Everyone 
is entitled to his opinion as to whether the substitution for this 
warfare and disorder of British peace and order has been an 
advantage or otherwise to the people of l^urma. 

In this review, however, we are not particularly concerned 
with Mr. Furnivairs political views, and it may be said at once 
that his little volume gives an excellent picture of the agricultural 
l)ractice and economics of Burma. For the economics of Burma 
are practically the economics of its agriculture. Although the 
largest of the Indian Frovinces it is tlic most s])arscly 2 ) 02 )ulated, 
the density of iiopulation being only 57 per square mile as against 
220 per square mile for all India. It is the most literate of all 
the Provinces, the average number of lit(Tates over the age of 
ten being 570 males in Burma in every 1000, as compared with 
IGl in India, and 123 females in Burma as against 23 in India. 

Tlic agriculture of Buriua is determined almost entirely by 
the rainfall. It may be said that wherever this is adc(piate the 
only crop groAvn is rice. In Lower Burma nine-tenths, and in 
Vl)per Burma about one-third, of the cultivated area is cropped 
with rice. The smaller proportion in Upper Burma is, of course, 
due to the more ])reearious rainfall, and while, in Lower Burma, 
there is practically but one crop, grown on what lu\s become an 
iiulustrial basis, in Upper Burma we have the mixed farm growing 
cotton, ground-nuts, scssamum, pulses and millets. The sterner 
conditions of life in Upper liurma tend to produce a hardiness of 
character which is not so marked in Jjower Burma, where con- 
ditions are so much easier. Air. Furnivairs book gives a very 
clear description of tlie various conditions u Inch alTcct this vast 
agri(udtural population. He details the methods of cultivation 
of the various crops, and comments on failures -in Upper Burma 
generally due to a deficiency and in Lower Burma to an excess 
of rain. From this he passes to an interesting description of 
rural economy under Burmese rule, wliere a 2 )])an‘ntly the popula- 
tion was “ regimented ” on a semi-military basis, everyone 
belonging or being sii])posed to belong either by birth or marriage 
to a definite regiment or order, somewhat on the lines of the 
feudal system of mediieval Europe. In I^owcr Burma this regi- 
mentation was apparently according to class, e.g. fishermen, 
brokers and the field cultivators all had their own headmen. 
When the British arrived they introduced the village system, by 
which the village is the lowest administrative unit. In a country 
where there aiH? over 35,001) villages and only some 80 towns, and 
where iwactically ev(‘ryono is engaged in agriculture, one would 
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imagine that the village would be the best unit on which to build 
an administrative structure. Mr. Eurnivall, however, seems to 
(consider that the regiment system was the better, and sees in 
this introduction of order by the ]3ritish Government a menace 
to the survival of national tradition. We have ah’cady indicated 
above by extracts from his book how matters were tending 
before the liritish occupation. 

The opening of tlic Suez Canal in 18C9 completely revolu- 
tionised the economic relations between j^ast and West, and in 
Ihirma it had the almost immediate ellect of industrialising the 
rice ero]) of Lower Burma and, to an extent, jiart of the agri- 
culture of tipper Burma. In Lower Burma })rior to the oj^ening 
up of markets the land was originally under a system of peasant 
proprietorship, each cultivator just producing the surplus over 
his own requirements necessary to barter for the other com- 
modities of life. With the advent of the Ihitisli internal war 
ceased, peaceful conditions were established and security of tenure 
guaranteed. People migiuted from the more precarious tracts of 
Upper Burma to Lower Burma, nhere tlu^y operu'd up tlic jungle 
lands. The opening of the Suez Canal gave an impetus to trade 
of all kinds and, in particular, stimulated the paddy trade, whicli 
now found a demand from outside. The ])rice of paddy went 
up and the peasant proprietor found tliat he could not only 
sui)ply his oAvii wants, but could also sell liis surplus i)addy. As 
a result, the temptation to take in more land was too groiit to 
resist, and the stage was finally reached where the cultivator had 
much more land than he himself could manage. The transition 
to the stage of landlord, non-resident on the land, who sirnjily 
owned the land but did not work it, was rajiid. These non- 
resident landlords exchanged the discomforts of the small vilhiges 
for the amenities of the nearest town, rented tlie, land out to 
their tenants and simply drew the rents. The present position 
is that in Lower Burma we Iiavc a large number of non-resident 
landlords living in the towns; the tenants of these landlords, 
more or less migratory, cultivating here one year and there the 
next, and at the bottom a completely landless class of labourers. 
Another aspect of the industrialisation of the rice crop of Ijowcu* 
Burma is due to the fact tliat as the crop is grown under uniform 
conditions, the same kind of labour is wanted at very much the 
same time. There are three main processes : (1) the ploughing 
of the land ; (2) the transplanting of the seedlings, and (3) the 
reaping and winnowing of the crop, all of which can be performed 
largely by unskilled labour. There is thus a large demand for 
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unskilled labour at recurring intervals and, owing to Indian 
immigration, there is always a largo supply of this labour avail- 

al) le just at the time wlicn it is most wanted. As Mr. Furnivall 
points out, the result has been that the division of labour has 
proceeded as far as is possible in agriculture and resembles the 
division of labour found in industrial organisation. Air. Furnivall 
discusses fully the position of landowners, cultivators and 
labourers both in Lower and Upper Burma, and deals very 
fairly with the problem of Indian immigration, without w^hich it 
is dou])tful whether the Delta could have been opened u]) as it 
has been. But this has had its disadvantages and has opened 
up man}^ social and economic })roblems. 

In his chapter on (.-apital and Debt Air. Furnivall very clearly 
indicates how tlie vast amount of agricultural debt in Lower 
ibirma has Ijcen j>iled up. The urge to take up more and yet 
more land which tempted early settlers in the Delta naturally 
involved more and more capital, and the chettiars of Aladras, a 
great banking caste, mqyq quick to seize the opportunity, while 
Burman n)onc\y-lenders wxtc also prepared to accommodate. As 
in jjill countries, easy money is to some men a boon and to others 
a curse, and the ex])erience of J^urina has in no wise been different 
from that in other newly-oi)ened-up countries. Government's 
c()ntrii)ution to tlio solution of the ])roblem has been the Land 
Inij>roveinenls Loans Act of 1883 and the Agricultural Loans 
Act of 1881, followed I)y the co-operative movement. It is to 
be feared, however, that with all these advantages the much- 
a})used ehettiar still holds the field, llis methods at least have 
the advantage that they arc strictly businesslike and that the 
last thing he really wants is the land. 

In his concluding chapters Air. Furnivall is rather inclined to 
allow' his entliusiasm for Nationalism to obscure liis economics, 
and there seems a hankering after a Burma self-contained and 
untouched by W'orld progress and inlluenccs. AWrc it possible 
in modern conditions for a country to stand alone and in isola- 
tion, then surely none is better qualified for t!ie experiment than 
Burma. It has a small population and unlimited resources ; it 
is practii'ally self-contained; it has vast uncultivated areas and 

am] )lo supplies of food-stulfs, of timber, of oil and of minerals. 
Detached from all outside inlluence the conditions of life would 
be ideal. But such isolatetl Utopias are, unfortunately, now' 
impossible and Burma has not been slow to adapt herself to 
some of the changed conditions of modern civilisation. It is 
U!ifortunatc that Air. Furnivall shuts his eyes to wdiat his owm 
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fellow-countrymen have Jiliijady done in the development of the 
country— a development which has been as miudi to the inteit‘st 
and advantage of Rurmans as of themselves. According to him, 
the main obstacles to the development of Nationalism have been 
the educational system and the British business man ; he makes 
no mention of any inherent defects in the Burman. Some of 
these defects may really be counted amongst his virtues, e.g, the 
tendency to spend vast sums on pagodas and other works of 
merit — meritorious but unproductive — and a general disinclina- 
tion to hoard money. These customs, excellent though they are, 
materially limit one factor which goes to the production of 
wealth, namely, Capital; and those who have lived long in 
Burma can gauge the limitation which the Burman character 
brings to the other factor — Labour. 

Let us hear the conclusion of the whole matter : “ The chief 
opi^ositioii to the rebuilding of civilisation in Burma may be 
looked for in the attempt of European men of l)usiness to safe- 
guard their supposed interests. If, as is but too probable, the 
obstacles i)rovc insurmountable, the end of British influence in 
Burma can be only a matter of time and, after a period of anarchy ^ 
more or less prolonged, our descendants may find Jbirma a 
Province of China. Cliina has a great civilisation, and it is cpiite 
possible that tlio absorption of Burma by the Chinese will be the 
best destiny for Barmans. Then the Eurox)can visitor, looking 
at Burman lads playing Burmese and Association football, will 
l}robably reflect that at least one valuable element of Burmese 
civilisation outlasted British rule and tliat there is one good 
thing w'c gave them. But this will be an inglorious, if not unfit- 
ting, memorial of British rule in Burma.'’ To which forecasts 
of their future Burmese and Eurojieans alike may exclaim : 
“ Save us from our friends.” 

J. Mackenna 

Slalislical Contrihutions lo Canadian Economic History, with an 
Introduction by W. A. MACKiNTOsrr. V^ol. I, Statistics of 
Banking, by C. A. Curtis; Vol. II, Statistics of Foreign 
Trade, by K. W. Tayi.or ; Statistics of Prices, by 11. Mum kll. 
Pp. xii -\- : 93, with charts. (iVIacmillan Company of 

Canada. 1931. §10-00 (Canadian.)) 

Of these excellently iirinted studies, Vol. I is confined to 
Banking. The cxx)osition here is formal ; it is concerned not with 
changes of bank jjolicy or controversial topics, but with the 
difficulties which had to be overcome in obtaining continuous and 
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eonsistont series ; and it explains clearly what each table means. 
For so young a country the fullness of lier Banking statistics is 
liardly less remarkable, than the stability of her banking in- 
stitutions. The charts, pp. 71 e( seq,, suffer from being all in one 
colour; for the lighter lines cannot be distinguished where they 
overlap. 

Vol. II iHovides more interesting fare for the general economic 
historian. It opens with an admirable exposition by Mr. Taylor 
of the Canadian Ihilanee of Trade. Ife writes (almost with his 
tongue in his cheek, for he lives now in IFamilton, Ont.) : “ A 
favourable ])alancc of trade ... is popularly regarded as a sigji 
of prosperity. . . . The figures . . . show that just the 
opposite is true. . . . Years of active business and rapid ex- 
pansion have almost invariably been marked by growingly 
\infavourable trade balances, and dull years or years of depression 
by increasingly favourable balances ” (p. 3). “ The explanation 

of this ])aradox lies in ‘ capital imports.’ . . . Expansion means 
construction, construction means foreign borrowings, and foreign 
borrowings int'an heavy import of capital goods, raw materials, 
^a.nd the necessities and decencies of life for the thousands of 
men engaged in caj)ital construction work ” (p. 4). 

Mr. H. Michell, to whose ])ioneer work (^anada has long owed 
a debt of gratilud(\, follows with a bold sketch of price liistory from 
1 N^J8. lie disj)roves (if disj)roof were needed) tlu* foolish remark of 
WeriuT Sombart (FA'onomic Hisfonj J^rriew. IT. No. 1, p. 5, 1020). 
that ‘‘ lh(T(' is no such thing as a history of pri(‘es.” Sombarl's 
turgidilies would be less tiresome if he worked sonudiines on these' 
lines. Mr. ]\Iii*heirs method is to quote from standard authorities 
— Shortt, Skelton, Rayton- and reveal the aeeaml between the 
historians and his figures. They are specially illuminating for the 
(Vimean War. Rut p. ol re])eals a sentence wlii(‘h 1 for one have 
never beem able to accept: " ( anada was not alone in feeling the 
strain of tlie ’eighties and 'nineties. It was a world-wide e])oe]i 
of trial and in many instances of cruel disappointment and loss.” 
I'or Canada. ])erhaj)s, but surely not for tin' England of the Jubilee 
and Diamond Jubilee, those festivals of complacent stock-taking 
in 1887 and 1897 res])eetively. And Marshall, I think, would have 
agreed with me. lie w»as always at. I’ains to ])oint out the non- 
monetary causes of the price fall of the 1880's (]\rr. Michell, indeed, 
quotes these at length, p. f)2) ; and it is clear from his evidence 
before the CJold and Silver Commission that he viewed with con- 
siderable confidence the economies of a falling price level, having 
regard especially to its beneficial reaction on real income and wages. 
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It Avoiild help the reader if marginal references were given 
here and there. Thus on p. 51, in the matter of Rockefeller and 
])eirolcnm prices, is it to tlio table on }). S3, Coal Oil, Prime Wliite 
American, that we shonld turn ? ^ I sec no petroleum table. 

j\rr. Hill’d and ]\rr. Brooks eondude an excellent volume with 
a study of certain individual wholesale prices, 18G8-1013. It is 
pleasing, also, to note that both Mr. Taylor and Mr. Michell ai;- 
knov'ledge with gratitude the assistance thc}^ have received from 
tlie cnliglitencd statistics of the Dominion Bureau of Statistics 
under Mr. R. H. Coats. If this kind of liaison could be extended 
to the Empire, we should soon have a uniform body of Imperial 
Statistics. I am no statistician, and Mr. (). Udny Yule is so kind 
as to add in hrackets a note on the statistical teclniiqiie. 

There is not much comment to be made from the standpoint 
of statistical method, and that only on the matter of Vol. 11 . In 
the statistics of foreign trade, a measure of volume is obtained, 
ill the familiar v/ay, by revaluing all items at the values of 1900. 
Where quantities are not given in the returns, prices are assumed 
to have moved in harmony ivith the prices of the most closely^ 
related commodities for which quantities are given. In the case 
of index-numhers of prices, the geometric moan is used, it being 
held superior to the* aiitlimetic mean “ wIhto no h'asible method for 
weighting tlic various commodities is ])ossible.’' It may be 
remembered, however, that the Jhiard of Trade index-number of 
wliolesale jn’icos is liased on a wciglitiMl geometric mean, and the 
choice of the geom(‘trie moan would seem to be jnstilied riitlior on 
the grounds of (1) the facility it offers for dropping old and 
inserting new commodities, calculating ratios by the chain metliod 
from 3'ear to y('ar, (2) its freedom from any elfect of clioice of 
base-year. A chart is gi\Tn (p. 88) allowing index-numbers based 
on both the arithmetic and geometric means, and the divergence 
in early years seems to ho considerable : there is a sli]) in the title, 
tli(^ lower curve ia'ing lliat for tluj geometric mean. Tiio voluini‘ 
concludes wifcJi an inicrasting study of the cyclical inovcmenfs of 
individual commodity-jirices, 1808-1913. j\[etIiods used here are 
quite elementary, but bring out interesting points in the sequence 
of revival and recession for dillerent commodities, and in tlieir 
relative variabilit ics. 


C. R. Fay 
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A Modern Economic History of Sovlk Africa, Ijy T). ^I. Good- 

fellow. (Koutlcclgc. Pp. 207. 0.7.) 

The thcmo of this book is somowhat narrower than its title 
would appear to indicate ; it is essentially a study of the effects of 
gold-mining on the economic structure of South Afjica. Bcjgin- 
ning with a survey of South African conditions as they existed 
before the opening-up of the Hand — ^still mainly primitive and 
2 )astoral, Avith industry and even agricultiinj only developed to a 
slight d(igree in cxcej)tionally favourable localities, and only 
iK^ginning to be disturbed by the diamonds of Kimberley — 
Goodfellow proceeds, in the main part of his book, to examine the 
development of this econoiUA" between tJio ynivH 1800 and lOlO, 
under the lu-essure of a highly profitable industry established in 
its midst, lie concludes with two essays on 2 )articular aspects 
(jf economic history since Union — one on Native Labour and one 
on Land Scttleinont— but the main body of liis narrative stops in 
1010. 

♦South African economic history, during this critical period, is 
jiot only of considm'ablo interest in itself, but is a typical casii of a 
giiiieral process winch has gone on whenever some highly 
caiiitalistic industry (generally mineral) has l een (‘staldished in 
an undeveloped country. 801110 of the features of the ]n'occss 
were moix? or less iiievitabh'. »Sucli arc tlii^ impoi t of ca[>ital, the 
influx of skilled labour, tlu? growth of su’esidiaiy industries 
(iiKduding transport), the gradual development of existing 
industries to serve the needs of the new market and to talce 
advantage of the mnv eipiipment constructed for otlu^r ])uri)Oses, 
])iit now available for them, it is probably inevitable that tlu‘>o 
latter movements should be slow, since it takes time to shako the 
old industries out of the rut of custom. (?>lr. Goodfellou' points 
out that Transvaal agriculture showed little development until 
the turn of the century.) This lieing the ease, it is probably also 
inevitalile that Goveniments, ivpn^senting the interests of the old 
inhabitants, should desire to hurry up tlie develojfmicnt of “ their 
industries, and to retain within the coimlry as iiiiich as [)osdl)lo 
of the gain accruing from the overseas investment. 

'fhat this has generally been the policy of South ^Vfrican 
governments (whether avowed or not) is obvious ; much of Mr. 
Goodfellow ’s book is taken uj) with an examination of it, 
although, unfortunately, he does not enable the reader to g('t a 
view of tlio policy as a whole. One side of it (perhaps the most 
important)— that of railway development - lie does discuss in 
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801110 detail, and this forms one of the most interesting sections of 
his book. The story of Cape Colony’s railway building, the 
three main lines built on the strength of diamonds, and extended 
for gold, only to meet the threat of devastating competition from 
Durban and Delagoa Bay, is not only of immense importance for 
South Africa’s political history, but is also a higlily instructive 
“ case ” in railv/ay economics.* From one point of view, it ma.y 
be used to point tlie dangers of political iiilluenco in State railway 
construction; this is the rcllectioa most immcdiatel}" suggesLeil 
In' the way Mr. Coodfollow marshals his facts. Clearly the (Ja|X) 
diil Jiot jirovo able to afford to build and manage railways in the 
way she did ; in the years before Union her finances were becoming 
more and more alarming, largely for this reason ; finally, she was 
forced into Union on unfavourable terms to avoid financial 
collapse. But from another angle, extravagant ” railway 
building might bo justified as a convenient means of intercepting 
mining prolits for th(i benefit of South Africans ; the competition 
of the coastal jirovinces would have deprived them of any oppor- 
tunity ol sharing in these gains (and since they had drawn on 
their antic i[)at ions, would have driven them into bankruiitey). 
“ The Dominant North ” could draw its rent in any case ; and it 
could make the other provinces pay for a share in the spoil. 

On the relation of gold-mining to the other chief cliaracteristic 
of South African economics, Native Laliour, Mr. Ooodfellow has 
much of interest to say. llis chapters on the recruitment of 
natives for the mines are probably the best thing that has boon 
written on this important subject. He show s how the system of 
recruiting labour by corjiorations, run by all the mines in 
collaboration, grew up because of the evils of misi epresentiition and 
indebtedness to traders w’hich a competitive system engendered. 
Ho admits that the joint system of recruitment has not altogether 
removed such abuses. But he does not make it as clear as is 
desirable that the joint system is one of monopoly, so that the 
native mine-worker is exj)loitcd, in the strict economic sense of 
the term. (This is made very clear by tlic reluctiince of the mines 
to raise wages, because they aiu afraid tliat tlie supply of labour- 
time would fail oil.) And the evil of e.\])loitatioii is greater, not 
less, because the wages of mine-workers compare favourably with 
the wages paid to natives in other emplovinents. 

On these matters, and also on the general problems of agri- 
culture, which occu[)y a large portion of the book, Mr. Oood- 
fellow has done valuable and original woi*k. He realises clearly 
that “ South Africa is one of the most difficult pieces of land which 
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white people have ever attempted to settle ” ; and this is un- 
doubtedly the first requisite of sanity in dealing with South 
African economics. But it must bo confessed that the general 
impression left by the book is somewhat unsatisfactory. Partly 
this is duo to haphazard arrangement; tiie reader is jumped 
from one thing to another without any thread, logical or other, 
a])pearing to connect one section with its predecessor. But partly 
it is due to the soincwliat arbitrary selection of subjects. Mr. 
Goodfellow’s excuses for not giving a more serious account of 
mineral development itself, and of the doveloi)ment of foreign 
trade in the central period, seem altogether insiiflicient. And 
why do we get nothing about European labour, about trade 
unionism, or about native labour in other than the two main 
employments ? With these deficiencies, one can only conclude 
that while finyonc who comes to write an economic histor}^ of 
South Africa will have to use this book, Mr. Goodfcllow has not 
done tlie job. 

J. R. Hicks 

The Mines of Mendip, By J. W. (Jocoir, M.A., Lecturer in 

History at the Vniversity of Bristol, (darendon Press. 

1930. lAs. net.) 

In re(*ent years research has been b\isy on the sul)ject of 
early mining in this country, and already the evideiK^e which 
has been accn-nulated makes it clear that long before the Indus- 
trial Itevolntion, the contribution of the mining industry to 
economic progress was in its total very considerable. The 
])resent work on the Mendips records the result of investigation 
into a disirict which was for many centuries one of the im- 
])ortant industrial areas of Britain, for the Mendips, v/ith the 
J)( rbyshire hills and the Welsh mountains, i)rovided between 
them the greater ])art of the lead supply of the country. In 
estimating tlie importance of the industry, we must not forget 
that until comparatively recent times, lead vais one of (he most 
widcly-used of the metals. Its iiou-c orrosive properLies were 
ai)pieciated ))y tlie Bomans. It ])la.yed an important part, in 
mediaeval economy. Not until the seventeenth century, how- 
ever, with the im[)roved methods of mining and the great dovelo])- 
incnts in building, did the output of tlie British lead-mines leaeli 
its maximum. By the close of that century, the more accessible 
lodes in the .Aleiidips were exhausted and deeper working had 
become necessary. Difficulties of drainage increased, output 
declined, and by the nineteenth eentui^ the woi kings failed to 
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compete with the w^orlcl supplies of lead ore wdiieh were becom- 
ing available. 

It is somew^hat surprising tliat W'c have had to wait until the 
present for the full story of the rise and decay of this important 
area. True, particular phases of the subject have been treated 
in scattered papers, but this is the first time tluit the information 
has been brought together and a systematic and exhaustive 
search made of the available records. Tho author knows his 
district well and is familiar with the local terms in use. Interest- 
ing sidelights are throwm on methods of working, and these for 
the most part appear to have been the same in the jMendips as 
elsewhere, tlioiigli Mr. Gough makes little attempt to corniiare 
the conditions with those obtaining in other districts. He has 
consulted the record-sources very fully, but certain classes of 
the mediawal documents included in the bibliograjiliy could hardly 
be exjiected to yield mucli information on an indiistiy carried 
on under local ownership. 

The legal aspect of the study naturally occupies an important 
section of the work, for no history of the early days of mining 
w'ould be complete without some reference to the mining laws, 
such as those which protected the free mining (‘ommnnitii s of 
the Forest of Dean or of the Stannaries of Cornwall. Jlefore th(‘. 
close of the Aliddlc Ages a code of mining custom was in existence 
in the Mendips, and it is probable, as the aiitJior suggests, tliat 
these rules, iircscriptivc in origin, dated baciv to earlier times, 
possibly to the early Middle Ages when the Mendip region was 
royal forest. With the grant of certain lordships in the area, 
how’ever, to four Lords Koyal, the legal position of tlie lead- 
miners suffered and, except on the open wastes, they were de- 
prived of certain of their privileges. The lead mines now come 
to be exploited on ordinary manorial lines and through manorial 
officers, a fact wdiich to some extent explains why tlic informa- 
tion for the media)val period is somewhat disappointing. 

Jt would be difficult within brief scope to give an adcfpiatc 
idea of the contents of this interesting volume. Needless to say, 
the w'ork has a value far beyond the bounds of the Mendips. 
it is a useful contribution to the literature of economic history 
and is invaluable for the study of early mining. 

William Dees 

University College^ 

Cardiff. 
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The Japanese Population Problem, By W. R. Crocker. 

(Loudon: Allen and Unwin. 1931. Pp. 240. lOs. Qxl.) 

During the last decade the Japanese have become acutely 
conscious that they have a population problem, and there is a 
widespread belief that it is the source of the most serious dillieul- 
tics in which their country is involved. The problem, expressed 
briefly, is whether the Jai)anesc can maintain or improve their 
standard of life in face of the great increase in their numbers 
which is likely to take ])lacc in the next quarter of a century, and 
this leads to the further question of under what conditions a 
solution may be achieved. j\Ir. Crocker’s work is based on 
personal inquiries in Japan as well as on 2)rinted sources; but, 
though tile author has made a useful contribution to some aspects 
of his subject, yet, judged as a whole, his book is far from being 
the comprehensive study fen which one has waited. A serious 
defect in the work arises from the fact that, while the author’s 
thesis miglit liave been exhausted in a jianqihlct or a substantial 
article, he has felt himself under the obligation of producing a 
book of conventional size. Consequently, it is full of repetitions 
and of obvious “ padding ” which have obscured its very real 
iiK'iits. For oxanqJe, the lirst quarter of the book consists of 
trite rellections on international iiolitics in tlie Pacilic area and 
on Japanese civilisation in general; wliile a chapter on Indus- 
trialism in fJajian is prefaced by ten pages of irrelevant remarks on 
tlie future of international trade. In a word, the book contains 
a combination of sound analysis and of intolerable prolixity. 

One of the best jiarts of iiis work is that in which the author 
(examines the statistics of jiopulatioii and estimates future 
probabilities. He is not misled by crude ** rates of increase,’’ but 
he concentrates on the absolute annual additions to numbers 
which are to be expected. He shows that wliile the high fecundity 
of the fraj)anese marriage is falling, through a retardation of the 
ag(i of marriage and through contraception, numbers are likely 
to grow rapidly in the next two decades becjausc of the age- 
composition of the potnilation. Mr. Crocker mentions the effect 
on fecundity of the Japanese Family System and of Shinto, 
and he quotes the view that these intiuences are as iKiuerful as 
those operating in Roman Catholic countries. The reviewer 
himself, when in .lapan, agreed with this view; but the general 
opinion now a^) pears to be that industrialism and Westernisation 
are rajiidly destroying the traditional social ideas and habits 
which favoured large families. Mr. Crocker refers to the 
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restricted sphere of women in Japan ; but he docs not discuss the 
effect of their status on the birth-rate, nor the extent of the 
changes in that status which arc beginning to take place. 

The author then considers whether Japan will be able to 
produce the food required by the additional j^opulation. He 
argues that the real cost of producing the main food-stuff, rice, is 
already very great, and that its relatively high price of late years 
has failed to compensate the farmer for the increased effort needed 
to expand the output. Only the development of sericulture has 
enabled the peasant to bear this burden. The conclusion, with 
whicli most inquirers into the problem will agree, is that Japan 
will have to rely to an increasing extent on imports of food, and 
that she will be obliged to make great changes in her national diet. 
Mr. Crocker does not discuss, however, the important question of 
how far it will be possible to convert the large area of Japan 
(about fivT-sixths of tlie total) which is unsuitable for rice cultiva- 
tion and is now forest-clad, into grazing land for live-stock, if a 
considerable demand for animal foods should grow up. 

If Japan lias to import more food stuffs, she must obviously 
increase her exports, and a chapter is devoted to the probable 
terms on whicli she will be able to conduct this greater foreign 
trade. Here, of course, is the crux of the problem. Will Japan 
be able to exchange her own products for foreign food -stuffs and 
raw materials on terms v/hieh will enable the recent improvement 
in her standard of life to be maintained ? Obviously, no con- 
clusive answer is possible. Mr. Crocker notices some of the 
determining factors, and he is specially concerned wuth those 
dangers of a highly specialised export trade that have worried so 
many Japanese economists. He discusses, also, the difiiculties 
which will accompany attempts to sell abroad more cotton goods 
and more raw silk which now comprise about two-thirds of the 
total exports, or to develop a more diversified trade, in order to 
obtain greater quantities of imported foods. It is probably true 
that international trade in the future is likely to be more unstable 
than in the past, and that a country with a highly specialised 
export trade is in a vulnerable position. But the reviewer 
suggests that the subject should be ajiproachcd from a rather 
different angle and that some attention ought to be given to the 
fiscal protection from which the agriculturist now benefits. The 
problem may be stated in this way. The abolition of import 
duties on food-stuffs, ficcompanied by a change in diet, should 
permit a reduction in the cost of living of the urban population and 
so an expansion in the exports of manufactured goods. But 
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should Jaiian pursue this policy, especially if it is accompanied by 
the reorganisation of Japanese agriculture on modern lines that 
Mr. Crocker advocates, she will tend to destroy her peasantry. 
This class provides the tedious manual labour required for the 
production of raw silk which forms 40 per cent, of Japan’s exports. 
Thus, a policy of free food imports, which the increasing population 
would seem to need, will necessitate a very rapid growth indeed 
in the foreign markets for manufactured goods, since such a 
policy wdll strike at the basis of the largest branch of the present 
export trade. A redistribution of Japan’s economic activities on 
an enormous scale, therefore, appears to be imminent, and the 
social and cultural consequences of this change are likely to be 
very serious. Western nations must certainly expect to be faced 
with increasingly severe competition from Japan in the world’s 
markets. 

Mr. (^rocker deals admirably with the possibility of emigration 
affording relief. He makes the point that under conditions in 
which a fall in fecundity, i.e, in the corrected birth-rate, is 
accompanied by a rise in the rate of increase, emigration may bo 
a partial solution for over-population, and he advocates the 
admission of Japanese into the under-populated areas of the 
Pacific. 

The book would have been more satisfactory had the author 
employed a less pretentious and diffuse style. Interrogations 
abound. There seems no good reason for a sentence of twenty- 
seven lines in length on pp. 185-7. Phrases like ‘‘ the smooth, 
slinking, tigerish motion of the Foreign Offices ” mar a book w'hicli 
has just claiins to being a contribution to scholarship. On p. 219 
the author writes : “ Estimates of the population — they can 
hardly he called censi. . . .” No, indeed ! 

G. C. At.t.en 

Univemitu ( 'ollr/jc, 

Hull. 


French Mercantilist Doctrine before Colbert. By Charles Wool- 
SEY Cole, Ph.D. (New^ York : Richard R. Smith, Inc., 1931. 
Pp. xiv 4- 243. $2-50.) 

Dr. Woolsey has produced an interesting little book and 
has chosen an opportune moment for its publication. Many of 
the arguments and recommendations of the patriots whom ho 
quotes have a familiar and modern ring. “ Keep out foreign 
goods, utilise your owui resources, increase your export trade ” 

i2 
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is as much the popular cry in every country to-day as it was in 
Franco at the close of the sixteenth century. 

It can probably bo shown, the author hazards, that tho mer- 
cantilist attitude of mind is tho normal one for liuman societies, 
and he finds traces of mercantilist flavour in tho regulations of 
Ptolemaic Egypt. Tho most usual approach to the subject is 
through tho study of Colbert, yet Colbert built on ground pre- 
pared by Richelieu, who, in his turn, found a whole body of doc- 
trine ready to his hand. The first chapter of tho book deals with 
“ Mercantilism in scattered concepts 1453-1589,’’ and quotes a 
number of passages from the Cahiers of the Estates Ceneral and 
other contemporary writings. The burden of those is always the 
same : tho writers deplore the extreme luxury of tho rich and tho 
existence of an increasing class of idle and vicious i)oor. Tlio 
two phenomena are closely related, since ex})cnditurc on foreign 
luxuries drains money from the country, and the consequent 
impoverishment produces unemployment. 

Afte.; the middle of the sixteenth century, wo are told, the 
value of a largo supply of bullion was an almost axiomatic basis 
of argument in Franco. Rodin, who is credited with laying tho 
foundation of the quantity theory of money, vxmld not, of 
course, bo a whole-hearted bullionist. He does, liovever, do 
precate luxury; ho argues for increased homo production, and 
would protect the home market by import duties on manufactured 
articles and export taxes on staples, but he is anxious to encourage 
trade as a means of increasing international good-w ill. Professor 
Cole gives a sympathetic account of Laflemas, tailor and vaht 
de chamhre to Henry of Navarre, and subsequently CotUroleur 
General dit Commerce, who is best known for his efforts to 
introduce tho establishment of tlie silk industry in France; 
of Srontclireticn, unstable and erratic, but intensely patriotic 
and a good mercantilist; and in less detail of do Rcrtigny, 
Ccntillct, Scipion de Gramont, Cruco and Sully, w^ith extracts 
from all their works. Tho entire volume gives a elinir picture oi 
the prevailing attitude of the economists, who apj)car to dilha* 
from eacli other only in being more or less Iiullionist, and in tlie 
degree of suspicion and dislike of tho foreigner that is admixed 
with their loyalty to France. There is more than a family re- 
semblance in their arguments, and though the extracts are pic- 
turesque and telling they are rather many and rather long. 
Tho book is, however, good reading, and affords an interesting 
approach to the study of later French mercantilism. 

H. Reynard 
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Politics and the Younger Generation. By A. L. Rouse. (London : 

Faber and Faber.) 

Tins is an exhilarating book. It exhibits in a clear and 
comprehensive way the attitude to social policy of that part of 
the younger generation which has found its way, in the post-war 
years, into the Labour Party. Its importance lies, as I think 
Mr. Rouse himself would agree, less in the actual details of its 
underlying argument than in its total impression. It is the 
work of a lively and generous mind with a real power of seeing 
the wood as well as the trees. In a real sense, it may be regarded 
as a significant manifesto of the younger Labour “ intellectuals.*’ 

Broadly, I think, Mr. Rouse may be called a Marxian socialist 
who intcrj)rets the transformation we are witnessing in terms of 
a recognition tliat the decay of capitalist civilisation demands 
its deliberate reconstruction while there is yet time. He is 
dissatisfied with a society divided into economic classes, lie 
rejects the order of emphasis we place upon the incentives to 
production. He dislikes the way in which the Churches stand 
ill the way of a healthy secularism. Social Democracy for him 
means economic equality as the condition upon which alone a 
sjii ritually adequate society is attainable. He sees that the ideal 
of free competition is unsatisfactory liecauso it deprives the 
masses of security ; and he insists that without security the name 
of freedom is as high-sounding as it is empty. He is an eager 
internationalist to wJiom the lesson of the war is the need to 
reorganise our political institutions in terms more suited to the 
realities tlicy endeavour to express. 

Perha|)s the best clue to IVIr. Rouse’s approach is to be found 
in one chaiacteristic sentence. “I do not believe,” he writes, 
“ that a man who has no comprehension of the Marxist stand- 
point as regards politics and economics, understands the realities 
of modern society.” That is a hard saying for Englisli economists 
who have boon content to exhibit the patent flaws in the Marxian 
theory of value as dispensing them from the need to grasp the 
general philosophy in ivhich it is a very small and unnecessary 
jiart. Mr. Rouse secs clearly that the social philosopher who 
neglects the economic interpretation of the phenomena about 
him will miss the (iontral clue. The whole complex of our social 
relations is determined by the way in which wo earn our living. 
Capitalism is a way in which the means of production are owned 
by a few, and their power to make profit by that ownership 
determines the essential social relations. For Mr. Rouse, the 
result is patently inadequate. It limits the attainment of good 
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to a small number in society. It places the value-determining 
institutions in their hands; and what is achieved ministers to 
the very partial conception of good with which they are j)repared 
to be satisfied. 

Mr. Rouse would, I think, agree that his analysis is more 
powerful on the negative than on the positive side. He is able, 
always with point and clarity, to put his finger on the things 
that are wrong ; he becomes more general, and less satisfactory, 
in his effort to show how they may bo put right. His broad 
ajDproach is clear enough ; ho wants a society built upon function 
instead of power. But while he sees its desirability, ho is bettor 
in his effort to demonstrate that it is desirable than in showing 
precisely how wc may attain it. He has plenty of admirable reforms 
to recommend ; what he does not (for one reader at least) really 
show us is how’ they can be made to seem admirable to those in 
whose effective dispossession they are to result. 

In a word, I find it difficult to believe that Mr. Rouse has 
met the really formidable dilemma with which his own Marxian 
interpretation presents us. The present society, he says in elFoct, 
is an unjust society because its relations are merely a rellectioii 
of class-power. Wo need a classless society from which the virus 
of power is removed. Wc can get it if those who now govern 
in their own interest have a change of heart and take wider 
views ; or it might come (though this would bo less sativsfactory) 
in the aftermath of revolution. His picture of the philo.so])hy 
which would become dominant with that change of heart would, 
I am sure, appeal to many generous minds. ]\ly difticailty is tlu^ 
absence of any way of making the change of lioart elhotivc^. Mr. 
Rouse obviously has great faith in the results of a better educa- 
tional system, and in the removal of those religious prejudices 
which deflect so many minds from this world to the next. Ihit I 
think he wholly under-estimates the tenacity wdth which the 
governing class clings to the convictions he deprecates. They 
hold them, not in malice, but in the genuine bc^lief that they are 
the condition of social good for others not less than for themselves. 
Mr. Rouse has an almost eighteenth-century faith in the power 
of reason to change them. He under estimates, I suggest, the 
degree to which men who live differently think differently. 

All this does not alter the fact that no one can read his 
book without being impressed by it. Mr. Rouse has road widely, 
he is full of ideas, and ho has a coherent and well-knit point of 
view. His next book may well be an event in social philosophy. 

H. J. Laski 
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Social Politics and Modern Democracies, By Charles W. Pipkin. 

D.Phil. (New York: The Macmillan Co., 1931. Vol. I. 

England. Pp. xxxiv + 337. Vol. II. France. Pp. 411.) 

The main theme of these two volumes is the development of 
social legislation and administration in England and Franco since 
1900. 

Volume I devotes a preliminary chapter to the background of 
the English social movement, and then proceeds to an historical 
survey of our social legislation. Factory Acts, Education Acts, 
Housing and Town Planning Acts and Social Insurance are suc- 
cessively reviewed, with a special chapter on the Budget of 1909 
and the Constitutional crisis. Professor Pipkin then passes to a 
discussion of the growth of Trade Unionism, the political and 
industrial alliance of the British Labour Movement and the 
growth of the j^owcr and influence of the Labour Party. The 
student of economics in this country will find nothing new in 
this account, but considiTablo interest in the presentation of 
very carefully collected material by a writer who has not lived 
through what he describes, but who brings to his work the 
advantages of impartiality and freshness of mind. 

It is hardly to bo expected, where the ground covered is so 
wide, tliat every portion of the work shoultl be of equal merit. 
Thus the account of Emjiloyers’ Liability and Workmen’s Com- 
pensation is somewhat scanty, nor is it correct to state that the 
law requires every employer to insure his workmen against the 
risks of tlieir einploymeiit. The statement, in another connection, 
that in 1909 the policies against death taken out by the working 
classes numbered 42,000,000, is on the face of it im])robable. 
The detailed survey of the Trade Union movement begins some- 
what abruptly in 1899, and neither the account of the Tail Vale 
case nor that of the Osborne judgment is very informing. The 
author relies too much, as is perhaps inevitable, on Parliamentary 
and other official records. But legislation, as we know^ some- 
times produces results surprisingly dillerent from those at whicli 
it aimed, and the most patient study of Hansard, and even of a 
formidable list of authorities such as arc quoted in the Biblio- 
graphy at the end of the volume, does not necessarily enable a 
writer either to caj)turo the atmospiiere in which the events 
occurred or to estimate their consequences. 

This difficulty is accentuated in the description of France, 
where the account of social legislation, and more especially of 
the complicated machinery of advisory and consultative organ- 
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isations, is somewhat confusing. It frequently happens that 
terms are used and institutions are quoted in earlier portions of 
the work, although they are not Jidequately defined or explained 
until later. The Conseils de Prud'hommes, for instance, are 
repeatedly mentioned, but it is not until p. 1 17 at the end of Chap- 
ter IV that they are described, and their method of working 
expounded. It is assumed throughout that the reader is familiar 
with the SymUcaiSy and while many pages are devoted to legis- 
lation concerning them, to projects introduced, rejected, re- 
introduced, consummated or abandoned, no very clear account 
is given of their aims or constitution, so that the reader might 
easily be left in doubt almost until the end as to whether the 
Confederation Gaih'alc du Travail was a Trade Union in the 
British sense or an instrument for red revolution. Chapter XT, 
entitled the “ Industrial Labour Movement docs, however, 
after a rather discouraging oj)ening sentence to the effect tluit 
“ French Socialism is hopelessly confused,” give a clear and con- 
vincing account of the aims of the movement and its recent 
history. 

Throughout both volumes Professor Pipkin discusses each 
division of the subject — Social IjOgislation, Consultative insti- 
tutions, Organisation of Labour, Social Insurance, etc.- -as an 
independent Avhole, telling the tale of each from the date chosen 
as starting-point to the present day. This method necessarily 
involves some repetition and a little overlapping, but on the whole 
co-ordination has been effected with considerable success. 

The final chapter, entitled “ A General Survey of tlu^ P(‘riod,” 
sums up the position and draws an interesting comparison be- 
tween Great Britain and France. The French arc at the same time 
strongly individualist, severely logical and politically unstable. 
The individualism of their employing class inspires a revolutionary 
spirit in the wwkor; the national love of logic makes them 
drive every idea to its logical conclusion, and the result is one 
long story of doctrinaire discussion. The British combine poli- 
tical stability with an aptitude for learning })y ox]).eriencc, and 
a willingness to gain by compromise. “ The British Labour 
Party has marie very few stands and thus has niade few retreats.” 
So in England Labour has arrived at power, while in France they 
argue whether they shall help to “ form a government or whether 
they shall vote for or against their political enemies or their 
temporary political friends.” 

But the differences between the French and the British 
socialist are nothing less than the great psychological and 
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tcmpercamcntal differences which separate the Frenchman and 
the Englishman.’* Each country, however, plays its part in the 
cause of freedom, and the world, in Professor Pipkin’s view, 
would be infinitely poorer without their character and traditions. 
And this we conclude must bo the reason why the book was written. 

H. Reynard 

GlmlMone as Financier and Economist. By Francis W. Hirst. 

With an Introduction by Henry Neville Gladstone. 

1031. (London : Ernest Bonn. Pp. xxiv + 327. 155.) 

The scope of Mr. Hirst’s work will be understood by a com- 
parison with that of Sydney Buxton in the same field. Like his, 
it is the testimony of an admiring disciple who in part was con- 
temporary ; and in fullness it comes midway between Finance and 
Pol Hies and Mr. Gladstone: a Memoir. Whereas in Buxton the 
central theme is the triumph of Free Trade, with emphasis on 
the finality of the triumph, in Mr. Hirst it is passion for economy 
and the persistent achievement of it, in the face of growing 
difliculties, by one whose mind w^as both liberal and severe. 
Gladstone had no pinclibeck in him. He did not wait for a May 
R(‘port to com])el him to economies. “ With a few first-rate 
ofiicials at the Trc^isury, trained under his eye and inspired by his 
voice ” (p. 242), ho proposed them and eulogised them and carried 
tliein as triumphs of a democracy in charge of itself. !Mr. Hirst 
has seen the tliesis by Mr. Francis Hyde, which examines Glad- 
stone’s contribution to railway regulation, and we share the hope 
that it will soon be published (p. 87). He also commends Dr. 
Paul Knaplund’s (mis])rinted Knapland, p. 105 n.) Gladstone and 
Britain's Imperial Policjj (1926), which proves fully that Glad- 
stone, as he matured, passed in his colonial views from a narrow 
classicism to a large sympathy with, and understanding of, the 
tradition of Lord Durham and the ideal of a Cominonwealth of 
Free Nations. It would seem, indeed, that we owe the Empire to 
the Liberals, as surely as we owe Free Trade to the Tories from 
Pitt to Peel and the youthful Gladstone himself. 

Some of Mr. Hirst’s comments, indeed, are tinged with latter- 
day bias. Thus, Gladstone at the Board of Trade 1842-3 “ was 
responsible not to a democracy but to an aristocracy which kept 
cattle and a shopoeracy which sold meat” (p. 71). He was 
resi)onsiblc rather to a country of merchants and manufacturers 
whose eventual triumph had been determined by Huskisson in 
the 1820’s and the enfranchisement of the industrial North in 
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1832. Again, had Mr. Gladstone been alive in the days of the 
automobile, he would have furnished securities “ against the 
enormous waste of taxpayers’ and ratepayers’ money and the 
costly diversion of heavy goods traffic from railways which our 
recent Governments have so conspicuously failed to give us ” 
(p. 91). And of course there is a rap for the advocates of a revenue 
tariff in 1931 . But what Mr. Hirst does bring out is the admirable 
service which Gladstone rendered to Peel in his tariff revisions — 
service wliich was new to him and which he did not seek, for ho 
had accepted Peel’s offer of the Board of Trade with reluctance. 
But the Scottish ancestry in liim and his sense of duty, fortunately 
for Peel, prevailed. On p. 100 under 1844 and p. 207 under 1845 
Mr. Hirst quotes the testimony of Cobden and Macaulay to the 
deterioration in the state of the countryside (its people, not its 
crops) in the first half of the nineteenth century. The persistent 
evidence of great contemporaries, from (.\)bbett to Cobden, on 
this point is not to be overthrown by a curve from Silberling, as 
is the fashion in some quarters to-day. 

jMr. Henry Neville Gladstone adds a chapter of personal 
recollections, in which we sec Gladstone putting his sons on an 
allowance with the scrupulous enjoyment with which he fixed 
the vote of a Government department. He was exacting and yet 
not mean, both in puldic and private life. But are w^e to endorse 
the application of the couplet 

“ Still as you rise, the State, (‘xalted too, 

Feels no disorder when ’tis changed by you,” 

wliich Mr. Hirst quotes in order that he may add, ‘‘ How aptly the 
couplet describes the extraordinary quality by which Gladstone, 
even more than Peel, was able to effect legal revolutions in the 
most conservative country in the world ! ” (p. 51 n.) ? In Home 
Rule, no : in stamp duties, yes. 


C. R. Fay 



NOTES AND MEMORANDA 


SAVING AND USURY: A SYMPOSIUM 
I. Saving on and Saving t;p : the Amuiguity of “Saving ” 

The note in thfe last number of the Journal in which Mr. H. 
Somerville hails Mr. Keynes as a convert to the doctrine of the 
mediaeval Church aliout usury suggests that it is high time to 
try to distinguish clearly between some of the meanings which 
“ saving ” bears in ordinary English. 

Common words like “ post ” often have several dozen different 
meanings without giving any trouble, because the context always 
shows in which meaning they arc to be understood. The most 
rabid of the illiterate sticklers for “ accuracy of definition '' have 
never said that “ post should be given one single meaning 
“ which should be rigidly adhered to.” Confusion only arises 
wh(*n a word with several meanings occurs in a context which 
hap]K?ns not to bo decisive, and this is often the misfortune of 
“ save ” and “ saving.” 

Ho long as tlu' words appear in conjunction wdth “ on ” and 
“ up,” confusion is almost impossible. Everyone can see that to 
save “ on ” a thing is not the same as to save it “ up.” You save 
071 tobacco by not smoking as much as you did, or not as much as 
iliat follow Rrown, w ho is always smoking the best cigars. You 
save 'U27 old iiews 2 )aj)ors and packing-cases in the ho])e that they 
may be saleable or useful at some future time. So to save o}i a 
thing means going without some of it, while to save a thing iijj 
means retaining it when you have got it. JMoncy estimates are 
possible both of w hat is saved on something and of w hat is saved 
up in some form or other. You may have saved £2 on tobacco and 
saved up 2s. worth of w^aste-paper since January 1, but the £2 and 
the 26*. are evidently on quite different planes. You have the 2^. 
worth of paper in your lumber room, but you have not got £2 worth 
of tobacco anywhere, and there is no evidence that you have 
£2 — ^you may have saved on tobacco merely to spend more on 
beer or to meet a reduction of income or an increase of taxes. 

Unfortunately, however, we often use the words “ save ” and 
“ saving ” without the distinguishing “ on ” and “ up,” and then 
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confusion is apt to creep in unless special care is taken to avoid it. 
Instead of sajnng, “ This year IVe saved £2 on tobacco/’ under- 
standing “ compared with last year,” or “ compared with Brown,” 
you may say, “ This year IVe saved £2 by not smoking in the train,” 
and instead of saying, “ I have saved up a hundred pounds,” you 
may say, ‘‘ I have saved a hundred pounds.” You may say 
similarly that the “ saving ” which you have made this year by 
smoking less is £2, and that you are looking for an investment for 
the “ savings ” which you have made this year, and that they 
amount to £100. Thus to ‘‘ save ” a particular sum of money will 
in one context mean merely not spending that sum in a way which 
is indicated, and in another context it will mean accumulating that 
amount of money or money’s worth by having a surplus of income 
over consumption.^ The term may be used in the two different 
senses almost in the same breath. We may say, ‘‘ I am going to 
save £150 by reducing my subscriptions and my wife’s dress 
allowance, but as my income is down by £.300 and taxes up by 
£100, I shan’t be able to save anything this year instead of £2.^0, 
as I have been accustomed to,” 

Now w hen the nineteenth-century economists said that increase 
of capital (w^hich Marshall called “ growth of wealth ”) was the 
result of saving, they made it very obvious that they were thinking 
of saving in the second of the two senses which we have been 
discussing — the sense of accumulation, and not at all of saving in 
the other sense- that of merely not making certain expenditure. 
They never dreamt of suggesting anything so foolish as that 
capital would be increased by a reduction of expenditure or con- 
sumption even if that reduction were accom])anied by an erpial 
reduction of income or production. ^ 

^ I am not oblivious of tho diflicultics involved in the concc^ptions of inrorno, 
consumption expenses, and tho difforonco botwcon them. T luivo discussed them 
at somo len^tli in (pp. 7-10, 18-22 and 122-07 in tho edition of 1928). 

* It is tnio that tho ni no toonth -century economists generally preferred to 
speak of consumption being less than production or income rather than of pro- 
duction or income being greater than consumption, but this was only because 
they thought (which is true of most individuals) that persons could reduce their 
consumption more easily than they could alter their incomes. But I do not 
think they wero like tho famous school]>oy who said pins had saved many lives 
by people not swallowing thorn. They did not attribute tho increase of capital 
simply to non-consumption or refraining from expenditure, hut to tlio excess of 
production or incomo over consumption. ,1. S. Mill is quite clear in tho last 
])aragraph of Frincipha, Book I, ch. v, § 4; in tho course of his explanation ho 
says, “ To consume less than is produced is saving; and that is t})e process by 
which capital is increased; not necessarily by consuming loss, absolutely.’’ 
Nicholson approved this passage and said, “ All that is meant is tljat if capital 
is to increase there must ho an excess of production over consumption ” {Frln- 
ChplcHf Vol. I, p. lOO). So too Marshall, “ Next, as to tlio sources of acuMiiniila- 



1932] 


SAVING AND DSUBY 


125 


Tightly wedged in between the conception of saving as merely 
refraining from expenditure and its conception as the accumulating 
of income-yielding things which results from income exceeding 
consumption, is an intermediate conception in which it appears to 
be the saving up or accumulation of money rather than the saving 
up or accumulation of other goods acquired in exchange for money. 
Reseller was so impressed by the supposed necessity of accumu- 
lating money as a preliminary to the accumulation of capital that, 
in default of money in very primitive conditions, he makes his 
fisherman who wants a boat store up a liundred fish to live on 
while building the boat, instead of taking the more obvious course 
of doing a little boat-building each day while continuing to get 
fresh fish daily, thus gradually adding the boat to his capital 
without having first to acquire a store of something else. Now it 
is perfectly true that under modern conditions there are many 
individuals who can say quite intelligibly that they “ save up 
money ” till they have accumulated enough to make it worth while 
to “ invest the money,'* by wliich they mean acquiring with the 
money some income-yielding property, new or old. Beside these 
people, liow'cver, there are other individuals and companies who 
can and do improve and add to their property continuously without 
having to go through the form of collecting and then parting with 
an accumulation of money. The community as a whole is like an 
individual of the second class rather than an individual of the first 
class. The additions to its capital do not appear first in the form 
of additions to its total stock of money or anything else w Inch has 
at intervals to be “ invested in " or changed into the form of 
improvements of land, additions to buildings, and other constituents 

tion. Tho power to .save dt'peiids on an excess of iiu-oine over neeess;irv exyien- 
(litnro; niul this is {];roiitcst. among tlio wealtliy ” {Principles, Stli oil., p. 221))- 
'I'ho \voalthy savo most boeauso they liavo tlio largest iiieomes, not because thiw 
aro the most abstemious. 

iVrhapa tlio ti'xt-book writers would have done bctt»'r if they had explicitly 
warned their readers against supposing that they could arrix e at the total savings 
of tho community simply by adding together the savings of the savers. Xogativo 
amounts must bo brought into tho account. If A saves £100 and lends it to 11, 
who “ lives over Ids incoino ” by £100, tho net savings of A and 13 taken together 
are not £100 but nil. When cortaiii persons save a hundred millions, ten or 
twenty millions of this may be iiegat ivedby tho ovor-sjx'ndings or losses of others, 
so that tho net saving is only ninety or eighty millions. Tins has usually been 
treated as too obvious for explicit mention, but I thiidc it i.s often improperly 
nogloctod in statistical inquiries, with the effect of exaggerating tho actual net 
savings of tho pooplo. Tho difticiilties arising from individuals’ savings going into 
national and local debts, some of which aro balancod and others not balanced 
by national and local acquisitions of “ real cai)ital,” have boon more often 
discussed. Marshall (op. ciL, p. 230) draws attention to tho “ savings made 
in the form ” of public property by “ somo woll-to-do domoerncios.” 
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of ‘‘ real capital.’’ The additions are from the first these improve- 
ments, buildings, and other things. The people who save up 
money and invest it, as well as the others, are, as a whole society, 
in just the same position as the primitive fisherman, except that, 
being many members of one body, instead of having to divide a 
single man’s time between different kinds of labour they distribute 
their members between them. Some of them get fish and other 
things required for daily consumption and keej) instj*iiments in 
repair, while others produce additional boats, buildings and other 
things which arc themselves the savings of the community, not 
things into which some previously accumulated savings have been 
converted. 

The bearing of all this on the question whether interest should 
be approved or condemned is not difficult to see. 

If saving is taken in the economists’ sense of accumulation — 
excess of income over consumption — interest as a consequence of 
saving appears l)oth natural and useful. Natural, because we 
should expf ct persons who could get this surplus to be able to got 
it in the form of something which they could either use profitably 
themselves or lend out for money to other people. Useful, because 
it is desirable tliat (within limits unnecessary to consider here) 
people should be ciK'ouraged by getting inter(*st to accumulate 
such things and discouraged by loss of interest from reducing 
accumulation. 

But if, on the other hand, saving is conceived as mere refraining 
from expenditure, interest as a consequence of saving becomes both 
mysterious and indefensible. Why should anyone be paid some- 
thing per annum for “ having abstained ” ? Abstinence is not 
necessarily a virtue, and, besides, there are many virtues which 
bring in no income. What can be the object of maintaining an 
arrangement which pays people £5 a year because they have 
refrained from spending £100 ? And so on. 

If saving is conceived as saving uj) money, th(i case against 
interest as a consequence of saving is also black. Saving up 
money is “ hoarding,” always condemned even by economists, 
and (unless there is an over-supply of money being issued from the 
mines or elsewhere) it leads to a general fall of prices and all sorts 
of inconveniences such as arc now enduring owing to the 
hoarding propensities of American and French banks. And so on. 

'J’he answ'cr is that interest is not, in fact, obtained in conse- 
quence of saving in either of these two senses. No one gets a 
penny of interest in consequence of merely refraining from 
expenditure ; no one gets a penny of interest in consequence of 
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having merely saved up money. If your income is halved, you 
will probably refrain from expenditure far more vigorously than 
before, but you will not find interest rolling in as a consequence or 
“ reward ” of your abstinence. If you save up cash in the house 
or in a safe deposit vault, you will get no interest on it, and the 
Bank of France gets no interest on the tons of gold which it is 
holding. 

"J'hc general drift of Mr. Somerville’s second paragraph seems 
to indicate that his condemnation of interest is partly founded on 
a mistaken impression that it comes from saving in the sense of 
refraining from expenditure, but he also believes that it comes from 
saving up — accumulating — money. Here, as it is obvious that 
mere hoards of cash yield no interest, he betakes himself, like most 
economic wanderers in these days, to the banks, and deplores 
interest on bank de})osits on the ground that it encourages “ sterile 
saving of money ” as against “ desirable investment.” But this 
is only a first-class mare’s nest. If it is not on record it ought to 
be, that a lady hitherto unfamiliar with banks and their wajs 
called at a bank aiid said to the Manager : 

“ I hear you keep people s money safe for them, and allow them 
a little interest on it besides. Here are twenty five-pound notes. 
Fve got their numbers down on this card, as I want to look in 
sometimes and make sure you've still got them safe.” 

The Manager suppressed a smile and replied : 

” I’m afraid, Madam, if w^e kept your notes idle, we should not 
be able to give you any interest, and should indeed be obliged to 
make a small charge for our services, just as a purser does on board 
ship when the passengers get him to kee]! their money for them. 
You must let us h’lid out your money, and then wu shall be able 
to pass on to you some of Avhat the borrow er will pay for it, while 
w e keep the rest to pay our expenses and yield a ti ille to the bank 
shareholders. Of course you might lend your money direct to the 
borrower, but you might have a lot of trouble in finding liim, and 
then he would not pay you back as much of it os you like to ask 
for at any moment, as wc will. We can do it because we have so 
many customers on those tci ins that w hat they arc paying in to us 
always just about covers what others of them are drawing out. 
We can lend out ninety per cent, of w hat has been entrusted to us 
without any fear of not being able to pay all that will be asked for 
on any particular day.” 

The lady agreed to the terms, and a few days later she heard 
accidentally that Mr. Jones, the builder, had just got a loan of 
ninety pounds from the bank. “ So,” she said, “ my money’s gone 
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into bricks and mortar. Well, well, I didn’t know Mr. Jones 
wanted ninety pounds, and I don’t think I’d have let him have it 
if I had known.” 

This surely is typical of what happens. The old orthodox view 
is right — that banks, far from paying interest on idle money and 
delaying its investment, facilitate and quicken the necessary 
transactions between passive savers and active producers. The 
fact that they pay interest (or in lieu thereof render services) 
to then (justomers certainly does not make interest “ the villain 
of the piece.” 

Beside the banks there is a more potent engine for facilitating 
the investment of savings in the shape of the Stock Exchange. 
The majority of savers not actively in business recognise that 
they are incompetent judges of new investments, and therefore 
buy old ones, thus transferring their power of choosing to the 
sellers, who are more adventurous and on the whole more 
competent. 

Rejecaon of a neo-canonist condemnation of usury does not, of 
course, involve any approval of a general ramp against buying 
goods and services such as i)rovails in England at the. time I write 
(December 15, 1931). In a world in which people have become 
specialised in different trades and buy and sell products ami services 
to each other, a general refusal to buy means a general incapacity 
to sell, and early starvation for all except the few nho can scrape a 
subsistence for themselves direct from the ground. In an isolated 
community of only a few score persons the situation would bo 
realised by all. If two of the members had locked a large portion 
of the stock of money in their safes and forgotten Avhere they had 
put the keys, the rest would not say to one another, “ Wo cannot 
afford to buy more than half of what wu used to buy.” Failing 
picklocks and substitutes for the lost money, they w ould say, “ We 
shall get on all right if we take less money for our goods and 
services ” — and, which is perhaps more, they would not be too kind 
to any obstinate members who said they wouldn’t sell or work 
unless they were paid as much money as before. 

Edwin Cannan 

II. Mii. Kkynes and the Canonists (i) 

Since the publication of Mr. Keynes’ Treatise on Money, 
monetary theories, wliich seemed to have settled and crystallised 
for some time, have again been thrown into the melting-pot. 
Partly owing to the new terminology adopted in the book, its 
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condensed statement, and Its entirely new concepts, but much more 
due to the preconceived poCjfcns of its readers, the new theory 
propounded has caused confusion in many minds ; and, I believe, 
the author is being constantly surprised at the things which are 
attributed to him as having been exjjressed, or implied, by him in 
his book. So that, like the Upanishadic philosopher speaking of 
God, he has to say now and again, “ Not so, not so, my boy.’’ One 
such denial, no doubt, awaits the attempt made by Mr. H. Somer- 
ville in the Economic Journal of December 1931, to revive the 
ghost of the Canonist doctrine of usury, with the chant of Mr. 
Keynes’ distinction between saving and investment. 

“ It is an inescapable conclusion,” says Mr. Somerville, “ from 
the Keynesian analysis, that interest is the villain of the piece.” 
“ Saving is sterile from the standpoint of the community ” when 
it exceeds investment. “ In such conditions it is a matter to be 
deplored that holders of money are able to get interest by bank 
deposits. Interest only encourages socially wasteful saving and 
discourages socially desirable investment. To this extent, there- 
fore, and in such conditions, interest is anti-social.” “ Interest 
upon money is simply an added ( ?) cost upon capital goods and 
therefore a deduction from profit and a burden upon enterprise.” 
Then follows a statement of the Canonist doctrine, which is 
described as having, in a sense, anticipated Mr. Keynes’ distinction 
between saving and investment (c.f/. the doctrine “ denied the 
justice of interest as a rew'ard for saving without investment ”). 
Finally comes the conclusion : “ There may be reasons for thinking 
that the woild will go back to the early Canonist doctrine,” and 
the suggestion : “ Jf we could ensure, as the Canonists tried to do, 
that saving should be rewarded only wdmn it w as also investment 
in capital goods, w'c should have gone far to stop the master- 
evil that IMr. Keynes has revealed to us, of saving exceeding 
investment.” 

I have quoted Mr. Somerville sufficiently to indicate the main 
points in his note. The whole argument appears to have been 
based on two misconceptions ; one, as regards the terms “ saving ” 
and ” investment,” and the otlier, as regards interest in its dual 
capacity, viz. as an element in the costs of production and as the 
money charge corresponding to the market’s estimate of the 
annual yield from a piece of capital ; moreover, there is apparent 
a bias in favour of entrepreneurs as distinct from the capital- 
providers. 

Readers who have carefully plodded through the Treatise 
need not be reminded that the term “ investment ” in the Keynesian 
No. 165. — VOL. XLII. K 
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sense refers not to what in common commercial parlance we call 
“ putting the money in a business/VbuJ to the new investment in 
capital goods that is continually going on, side by side, with the 
additions of new saving to the existing stock. So long, the doctrine 
asserts, as the new investment in capital goods is pari passu equal 
to the new monetary saving, there is an equilibrium, the prices of 
total output neither falling nor rising. Now, the Canonist doctrine 
of saving and investment, if there was any, rested on a distinction 
between the money-lenders and the business men, between the 
debenture-holders and the ordinary share-holders ; it regarded the 
role of the latter with benign approval, but that of the former 
with contempt as one of unwanted parasites on society. In brief, 
it condemned interest in its nudity, but was willing to connive at 
it if it was properly wrapped up in the complex of what older 
writers called ‘‘ profits.” 

With the modern dissociation of interest from profit the ground 
is cleared to regard interest as an element in the costs of production. 
This, indeed, is mainly its short-term aspect and differs from the 
long-term one in which the sum of the discounted interest payments 
made in the future in connection with a piece of capital is regarded 
as approximately equal to the market’s then estimation of the 
total value of the capital-uses which that particular piece of capital 
is capable of providing. It is in this latter aspect that the import- 
ance of interest lies, in Mr. Keynes’ view ; for, it is in that capacity 
that a rise or fall in the rate of interest affects (the Keynesian) 
‘‘ investment.” So long as the rate of interest to be paid is lower 
than the estimated <ninual yield from the new investment, 
entrepreneurs will invest, but will be discouraged if it is otherwise. 
In its short-term aspect, i,e. as an clement in total costs, interest 
plays a very small, if any, part as a deterrent or a stimulant to trade ; 
while wages and rents are the principal “ villains of the piece.” 
In view of this, it is not clear why Mr. Somerville should single out 
interest as an object worthy of his special condemnation. Interest 
is said to be a deduction from profit and a burden on enterprise, 
but so arc wages and rents. Profit being the residuum appropri- 
ated by the entrepreneurs, this is inevitable ; so also it is inevitable 
that a diminution or a negation of profit should spell a decline in 
trade; this sort of thing is bound to happen so long as society 
entrusts production to entrepreneurs. There is nothing, however, 
in all tills to warrant an invidious attack on the institution of 
interest. 

Nor can Mr. Somerville say that Mr. Keynes becomes a 
Canonist to the extent that he advocates reduction of the rate of 
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interest in times of depression. Preoccupation with the critical 
period through which the world is passing at present must not 
blind us to the fact that in periods of booms interest may be too 
low and in need of being raised to discourage the excess of invest* 
ment relatively to saving. Mr. Keynes himself has pointed this 
out in his book. Then to that extent Mr. Somerville will have to 
declare him an anti-Canonist ! The fact is that Mr. Keynes urges 
the raising of the bank rate as a means to check a boom in prices, 
and on the other hand the lowering of the rate to arrest their 
decline : he regards it as a useful instrument at the disposal of 
monetary authorities, to be used in anticipation in the early stages ^ 
of a precipitate movement. But he has nowhere assailed interest 
destructively,” as an unnecessary cost. The fault, in his view, 
lies neither with the savers nor with the investors, but with those 
who are entrusted with the control of the monetary machine and 
who fail to bring investment into alignment with saving. There 
is nothing in this nor in his distinction between interest and 
profit ^ to enable Mr. Somerville to put Mr. Keynes in “ the camp 
of the Canonists.” 

It is not necessary to enter into an elaborate refutation of the 
Canonist doctrine ac. The doctrine has been buried long ago 
by both classical and modem economists. A reiteration of the old 
arguments will be only an essay in boring; here we were only 
concerned with the specific question as to whether the Keynesian 
theory lent any support to the views of the Canonists. 

B. P, Adarkar 


III. Mr. Keynes and the Canonists (ii) 

The suggestion of Mr, H. Somerville, in the December number 
of the Economic Journal, that Mr. Keynes’ analysis of Saving- 
without-Investmcnt (in the Treatise m Money) “ is a vindication 
of the Canonist attitude to interest and usury ” is surely due to a 
confusion of two entirely distinct things. 

The Canonist principle was that a person who put money into 
an enterprise was entitled to be remunerated for the risk incurred, 
but not for the mere surrender of his own right to use the money 
himself ; if there w^as no risk there should be no remuneration, 
merely a repayment of principal. In plain words they forbade the 
payment of what we term pure interest. Incidentally their con- 
cept of risk, at any rate as set forth by Professor Ashley and Mr. 

^ Tho “ profit ” of tho Treatise is not tho same tiling as tho “ profit ” of the 
American writers or the profits of classical English economists. 

k2 
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Somerville, was exceedingly narrow, being based more upon the 
fixity of the stipulated reward than upon the inherent elements of 
chance in the enterprise. “ To bargain for a fixed reward, or 
dividend, upon the capital invested ” — this it was that made the 
contract usurious, according to Ashley; and according to Mr. 
Somerville the admitted risk incurred by a debenture-holder does 
not entitle him to remuneration, because “ it is not directly a risk 
of trade but of the solvency of the borrower.*’ 

I have endeavoured to reduce the propositions of the Canonists 
and of Mr. Keynes respectively to their most similar terms in 
' order to see what, if anything, there is in common between them ; 
and I can get no further than this : — The Canonists held that there 
is a form of investment which involves no risk, and tliat because 
it involves no risk it should not be allowed to receive remuneration. 
Mr. Keynes holds that there is a form of holding of savings which 
involves no investment, and that at times when the amount of 
such holding becomes excessive it might well be discouraged by 
reducing the rate of its remuneration, if necessary to zero. If the 
proposition that savings dc])osits might in certain circumstances 
advantageously be deprived of interest is a “ vindication ” of the 
proposition that no interest should ever be allowed on safe invest- 
ments of any kind, all I can say is that the (Canonist doctrine must 
be very hard up for vindication. Which, of course, at the present 
time it is. 

Both of the two concepts are perfectly clear. Mr. Keynes is 
talking about the period (which must always exist, but may bo 
shorter or longer) between the act of saving and the act of invest- 
ment of that which has been saved during tliat jieriod the savings 
are normally in the hands of the saver in the form cither of money 
or of bank deposits. It is obviously desirable that tlie average 
length of this period should not increase (beyond its ordinary 
dimensions), because such an increase diminishes the rate of 
circulation of money, which has the same effect as a diminution of 
its supply, namely, to act as a depressant of jiriccs and of business 
activity. It may be desirable that this period should decrease, 
very slowly and gradually, for this acts as an increase in the supply 
of money, which is usually desirable in order to keep pace with the 
natural expansion of commerce. 

Now there are certainly times — and the present is a very 

^ [Does Mr. Sandwell moan to imply that an act of saving must bo followed 
by an act of investment sooner or later ? If so, this is not what I am talking 
about. 1 have in mind an act of saving without an act of investment; and I 
see no reason for supposing that such an event must bo followed later on by an 
act of investment without an act of saving . — Note by J. M. Keynes,] 



1932] SAVING AND USURY ' 133 

conspicuous example — when this period of delay between saving 
and investment is seriously increased, to the very decided detri- 
ment of business activity ; and in such times it does appear as if 
the reduction (possibly to zero, possibly even further, to the point 
of a handling charge on deposit accounts) of the interest rate as 
proposed by Mr. Keynes might do something to check the piling 
up of savings deposits. I have to admit that I am not myself 
very hopeful of it. The increase in Saving-without-Investment, 
whenever it proceeds to a serious extent, is due to the expectation 
of a decline in the price level of capital goods or of the investments 
which represent them ; it comes to an end when that decline is 
believed to be over. It is brought about by forces operating from 
both ends. Larger amounts are saved, by those who can still 
manage to save them, because of the apprehension that income 
will be curtailed or a})olishcd in the near future. Smaller amounts 
are invested because it is feared that investments are going down. 
I question whether the interest rate has very much influence in 
such a situation, excc])t to prevent hoarding from taking the even 
less desirable forms of currency-holding and specie-holding. It 
must not bo forgotten, moreover, that a strong savings-deposit 
total is at such times a great advantage to the bank which possesses 
it ; for it enables it to maintain the high liquid ratio which it then 
requires, y ithout unduly disturbing its commercial loans. (This, 
of course, involves the admission that the bank is suffering from 
the same ap])rchcnsivencss as its clients, or at least is so conducting 
its affairs as to satisfy their apprehensions ; but since they would 
certainly withdraw their deposits if it did not, and either keep 
them in the form of currency or ])ut them into a still more liquid 
bank, it is Iiard to see how this jiolicy can be avoided — unless we 
are going to resort to government guaranteeing of bank deposits.) 

Interest was not the only subject on which the Middle Ages 
tried to impose upon mankind the ethics of the early Hebrews ; it 
was merely the one on which those etliics first and most con- 
spicuously l)roke down. The instant you recognise the right of an 
owner of productive goods (including land) to alienate his property 
at his own free will, you simultaneously recognise his right to 
promise to alienate it in the event of his being unable to repay a 
debt; and if at the same time you develop a supply of capital 
goods (other than land) which he can acquire with the proceeds of 
his borrowing, you have established all the elements of a market 
for the exchange of present goods against future goods. In such a 
market, interest is inevitable, it is part of the nature of things ; for 
a given amount of capital goods transferred to possession to-day 
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is worth more than the same amount of capital goods to be trans- 
ferred this day twelve months, and the difference is interest, and 
no amount of prohibition of interest will make next year’s goods 
worth as much to-day as to-day’s goods. So long as there is no 
effective security for the payment of next year’s goods, it is possible 
to disguise the transaction and say that the difference is a com- 
pensation for risk ; the instant the payment is properly secured it 
becomes evident that it is really a compensation for mere use. 

The real, though perhaps often unconscious, motive behind 
the contemporary attack upon interest, of which Mr. Somerville 
affords an example, is hostility toix^rsonal ownership and exchange- 
ability of capital goods. Now the desirability or otherwise of 
this system of personal ownership of capital is an arguable subject ; 
but it is misleading in the last degree to take one single but essential 
element of it and discuss that element as if it were capable of being 
maintained or abolished all by itself. 

Between the citizens of a Soviet state there would be no more 
need lor interest than there w.as between the members of the 
Jewish tribes in the Book of Deuteronomy. In the former case 
all capital goods are owned by the state ; in the latter there were 
no capital goods exce])t such as were indispensable tools of the 
owner’s livelihood and therefore could not be seized for debt. 
(“ No man shall take the nether or the upper millstone to i)ledg(^ ; 
for he taketh a man’s life to pledge.”) Between one Soviet state 
and another there would exist the same freedom as existed between 
the Jew and the non-Jew (“Unto. a stranger thou mayest lend 
upon usury; but unto thy brother thou shall not lend ujxm 
usury ”) ; for I susjjcct that one Soviet will from time to time want 
to exchange this year’s surplus of potatoes for next year’s surplus 
of another Soviet’s coal, and the first Soviet will certainly expect 
to get more coal than if the transaction were “ spot.” But bet ween 
the citizens of a single Soviet stcatc there can be no loans except of 
current consumption goods, and these I suppose will be no more 
interest-bearing than the friendly transactions in pots and pans 
and butter and lawn-mowers which go on between neighbours 
even in a bourgeois community. 

Meanwhile the Canonist doctrine seems to afford a splendid 
springboard for the transition to a full Soviet economy. You have 
only to get the bulk of the capital goods of the community into 
the hands of the state in exchange for interest-bearing bonds, and 
then prove that interest on state loans, which are perfectly safe, 
must be immoral, and the thing is done. A large part of the com- 
munity already believes that profit is immoral. Convince the rest 
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that interest is immoral, and you can abolish both, and it will no 
longer be necessary to distinguish between them. 

B. K. Sandwell 

Montreal. 

IV. Saving and Usury 

There is naturally much to agree with in the preceding notes. 
Nevertheless, I should like on one main issue to come to the 
support of Mr. Somerville. 

Onp. 126 above Prof. Cannan agrees with Mr. Somerville that 
if saving is conceived as mere refraining from expenditure, or if 
it is conceived as saving up money, “ the case against interest as a 
consequence of saving is black.” But, he continues, “ the answer 
is that interest is not, in fact, obtained in consequence of saving in 
either of these two senses. No one gets a penny of interest in 
consequence of merely refraining from expenditure ; no one gets a 
penny of interest in consequence of having merely saved up 
money.” I wish I could agree with him in attributing this 
natural justice to the economic system, but I am sure that it is not 
so. Prof. Cannan has, I think, overlooked a vital aspect of the 
argument in my 'f realise on Money wherein it differs from what I 
was brought up to believe and continued to believe until recently. 

The point is this. The answer to the question whether there 
is an increment of wealth corresponding to the savings of an 
individual seldom depends, as Prof. Cannan claims, on what he 
does with the money which represents that part of his income which 
he refrains from spending on current consumption. In particular, 
the answer does not depend, as Prof. Cannan seems to suggest, on 
whether he “ hoards ” the money by increasing his cash or uses it to 
buy a security or some other capital asset. He may use his savings 
to buy a bond, and yet there may be no increment of capital wealth 
coming into existence as a result of his saving. I have argued in 
my Treatise that the causes which determine the increment of 
capital wealth arc only contingently and indirectly connected with 
those which determine the amounts of individual savings. If an 
increment of saving by an individual is not accompanied by an 
increment of new investment — and, in the absence of deliberate 
management by the Central Bank or the Government, it will be 
nothing but a lucky accident if it is — then it necessarily causes 
diminished receipts, disappointment and losses to some other party, 
and the outlet for the savings of A will be found in financing the losses 
ofB. 

Thus when an individual saves, his savings must be balanced 
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by the creation either of an asset or of a debt (or a loss paid 
for by an asset changing hands). But, as a rule, it lies entirely 
outside the power of the individual savor to determine which 
it is to be, and whether the result, or rather the accompani- 
ment, of his saving is to be an asset or a debt. Wliat he has done is 
to make possible the creation of an asset without a rise in the 
price-level. But failing a simultaneous increment of new invest- 
ment, either by good management or by a lucky accident, then 
his act of saving will catise an equal loss to someone else ; a debt 
will be created or an asset will change hands, but there will be 
no increment of wealth. 

Docs Prof. Cannaii liokl that if an individual increases his 
bank-deposit by “ saving up ’’ money out of income, there neces- 
sarily results an increment of wealth to the community ? If so, 
this is a view with wliich I liave tried to join issue in my Treatise 
on Money; if not, he has failed to meet the point. 

Now when an act of saving merely results, however uninten- 
tionally, in a loss to someone else, it is of an anti-social tendency, and 
the subsequent payment of interest to the saver — for, jxice Prof. 
Cannan, debts have to pay interest just as much as assets — 
is a burden which, if it accumulates with time, may become 
insupportable. 

That is why, without contesting anything in Mr. Adarkar’s 
note, I nevertheless agree with Mr. Somerville that it is tliis 
social evil, to the possibility and theoretical explanation of 
which I drew attention in my Trealise, which probably lay 
behind the doctrine of ihe Canonists. Mr. Adarkar is, of course, 
perfectly right that the (.\anonists did not not sec the point 
accurately and that the distinction whicli tliey drew between 
interest and profit does not logically coincide — or, at least, would 
not in a modern community — with the distinction between interest 
on savings represented by debts and int(irest on savings represented 
by assets. For one thing, it is impossible to earmark any particular 
savings against particular debts or assets. Yet as moralists they 
were trying to devise general rules which would be applicable to 
the actual circumstances of experience. May not Mr. Somerville 
be right that the social evil of usury, as conceived by the Canonists, 
was essentially due to the fact that in the circumstances of their 
time saving generally went with the creation not of assets but of 
debts ? In the Middle Ages the economic circumstances and the 
magnitude of the risks did not favour capital enterprise, and the 
annual increment of capital wealth was negligible, zero or negative. 
Except where it was closely and directly associated with business 
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or with real estate (exceptions which they admitted), saving 
almost always had its counterpart in debt and not in assets ; so 
that interest was generally “ usury.*’ The rate of interest at 
that time (as it is throughout the world to-day) was too high 
to permit an amount of enterprise on a scale equal to the current 
amount of positive saving. Consequently individual saving was 
mostly balanced by losses and the incurring of debt; for he 
who inadvertently incurs a debt through the disappointment of 
his expectations has to pay whatever he is asked. 

Personally I have come to believe that interest — or, rather, 
too high a rate of interest — ^is the “villain of the piece” in a more 
far-reaching sense than appears from the above. But to justify 
this belief would lead me into a longer story than would be 
appropriate in this place. j jj Kmysms 


Tite Place of the “Displacement Cost” Concept in 
Economic Theory 

Tjie notion of the displacement of resources from one employ- 
ment to another, ajid the study of the principles which govern 
this displacement, has been of jirofound importance to economic 
thought from very early days. With the development of mathe- 
matical economics, and the discovery of the indifference curve 
analysis, this idea of displacement, expressed quantitatively in 
the concept of a displacement cost, has become almost supreme 
in the exposition of economic theory : the easy appearance of 
exactitude which the displacement cost analysis exhibits has 
tended to draw economists away from the thornier path of anal^^sis 
in terras of the elusive concei>ts of real cost and real income. It 
may be useful, therefore, to define as accurately as we can our 
concept of displacement costs, and to investigate the conditions 
which limit its application. 

The displacement cost concept is derived from that of an 
“ economy ” or a “ displacement system ” ; a displacement 
systejn being tlie result of a division of a given quantity of some- 
thing — -which we may call “ resources ” — among a number of 
different uses or “ employments.” Thus the landowner has to 
determine the distribution of a given quantity of land —his 
“ resources ” — among a number of different “ employments,” park 
land, house land, farm land, etc. : every individual has to dis- 
tribute his money income among various possible lines of expendi- 
ture, and has to distribute his time income among the various uses 
to which his time can be put. The economist himself is concerned 
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|)riiieipally witli the ‘‘ social economy/’ the division of the 
“ resources ” — of a society among their various possible uses. A 
displacement system is not, of course, the process by which 
resources are distributed, but the result of a distribution. For 
each mass of resources there are an infinite number of possible 
displacement systems. 

The fundamental characteristic of a disi)laccment system is 
that the total quantity of resources is fixed. Then, and only then, 
it follows that a change in the quantit}^ of resources which we 
employ on any one employment involves a change in the opposite 
sense in the quantity of resources employed on all the remaining 
possible employments taken together. This may be called the 
“ slices of cake ” view of economic life ; the bigger the slice which 
Johnny gets the less there is for Susie and Jimmie and all the rest 
of them taken together. This docs not moan, of course, that the 
“ cost ” of Johnny’s extra cake falls (equally upon all the remaining 
participants, but their total loss must equal Johnny’s gain. 

This we may call the sacrifices ” view of cost : the cost of a 
thing is what we have to give up in order to get it : it is this view 
that is at the back of the concept of displacement cost. As a 
loose concept employed in the general description of economic life 
this view of cost has considerable value. But when we try to 
interpret it in a quantitative fashion grave difficulties arise. 

We must first note a difficulty arising from the fact that in 
general the resources which we are considering are not merely 
divided but employed : they arc transmuted into something else. 
For instance, we are concerned not with thc^ mere division of our 
money income or our time income among various uses ; we arc 
interested in the result of so much money or time spent, in the 
products which the expenditure of a given quantity of money or 
time produces. It is not enough to know that we spend so much 
of our money or time income on procuring boots or so much on 
procuring hats : we want to know the number of boots and hats 
obtained per unit of money or per unit of time. We are interested, 
that is to say, in price : for price as an economic dimension as 
distinct from mere exchange ratios is “ the efficiency of the 
employment of resources ” — the ratio between the quantity of 
resources applied and the corresponding quantity of resultant 
product. We usually think of displacement cost in these terms ; 
the displacement cost of three hats is one pair of boots, because 
in order to obtain those three hats we must give up one pair of 
boots. Where these hats and boots are on the margin of their 
own porticular line of expenditure the displacement cost gives the 
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exchange value, but of course the displacement cost concept holds 
for other than small changes. This argument is mere child's play 
to the economist. Nevertheless, the significant implications are 
often missed. The statement that the displacement cost of three 
hats is one pair of boots is only valid if three conditions are 
fulfilled. (1) Definite quantities of hats and boots must be pro- 
duced by definite quantities of resources — i.e. they must each 
have an unequivocal price in terms of resources. (2) The resources 
by whose employment they arc produced must be homogeneous— 
i.e.mustbccapableof measurement by a common unit — and must, 
of course, be fixed in total quantity. (3) There must be only two 
things producible by these resources. 

(1) must be satisfied because it is the resources themselves 
which arc really “ displaced.” The displacement cost of three 
Jiats is one i)air of boots, because if wc spend x units of resources 
more on hats Ave must spend x units of resources less on boots 
(assuming condition (3) to be fulfilled) ; and hence if we cannot 
measure units of product in terms of units of resources unequi- 
vocally we cannot com})arc the two products. 

The second condition follows from the first : for if the resources 
cannot be measured by a common unit the displacement has no 
quantitative meaning. The third condition holds because we 
cannot, if there are more than two employments, express the 
displacement cost of the ]iroduct of one employment in terms of 
the x)roducts of all the others without an extension of our know- 
ledge into the region of the structure of demand. Thus, suppose 
1 am dividing 20.'?. among various lines of expenditure; say, 
bread, milk, coal and hats. Jjct pm, pc, p*, be their respective 
money prices. Then the displacement cost of x shillings more 

spent on broad, i.e. of units of bread, is equal to the 2 )roduct 

of X shillings less spent on all the rest put together; i,e, to 

where the only condition is that a + & + c 

pot Pc ph ^ 

together = xf-. An infinite number of combinations is clearly 
possible. If Ave are to give a quantitative meaning to displace- 
ment costs in this case avc must knoAV the movements of a, b and c 
Avith respect to movements of x : that is to say, avc must have a 
fairly intimate knowledge of the structure of demand. Granting 
this, however, we may extend the concept of displacement costs 
to the case where there are any number of employments. 

Let us noAv consider where we shall find a displacement system 
in economic life ; for there only shall Ave find pure displacement costs. 
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The economy of money income ” is perhaps the most obvious 
and the most important examj)le of a displacement system. If 
we abstract from the actual discontinuities in the flow of money 
in and out of one’s pocket, and think of one’s income as if it were 
a continual steady stream which one divides into a number of 
smaller streams representing different lines of expenditure, then 
in the division of this flow of income at a jioint of time into a 
number of smaller flows of “ outgo ” representing different lines 
of expenditure we have a perfect displacement system : the 
resources are homogeneous, for there is not the slightest difference 
between one unit of money and another : the quantity of resources 
is fixed, for we arc considering a point of time only ; and i)rovided 
we know the structure of demand for the different lines of expendi- 
ture we can apply the concept of displacement costs quantitatively 
and unequivocally. This is true also of the economy of time 
income, abstracted from reality in a similar way. 

The concept of displacement costs, however, seems to apply 
perfectly only to these two abstract cases ; as soon as wo move 
further into the region of real economic life it ceases, first to have 
quantitative meaning, and finally it ceases to have any validity 
at all. It can be applied vaguely to sucjIi displacement systems 
as the stock of land or of man-made goods existing at a point of 
time : the condition of homogeneity of resources is lacking here, 
but as long as the quantity of resources is fixed we can apply the 
concept of displacement costs in a loose, non-(piantitativc way. 

When we turn to wliat arc loosely called “ i)roductivo re- 
sources ” or “ resources in general,” however, and when we 
remove the abstraction that the division takes place at a point of 
time, the concept breaks dowm completely. The phrase “ pro- 
ductive resources ” like the word “ scarcity,” is the philosopher's 
stone of muddled economists : its magic deludes them into the 
belief that they arc thinking clearly. In the lirst place, “ re- 
sources in general,” wdiich usually mean nothing more than a 
hotch-j^otch of the old factors of })roduction,” are certainly not 
homogeneous. Wo cannot add a unit of labour, a unit of 
cajntal (whatever that may be), and a unit of land, with perhaps a 
little entrepreneurial ability thrown in as seasoning, and expect a 
fine pudding composed of homogeneous “ units of productive 
resources.” A yet more significant objection is that as soon as 
we turn from the consideration of these abstract displacement 
systems at a point of time to consider economic processes through 
time ; as soon as we exchange the magic-lantcm for the cinemato- 
graph, the concept of a displacement system breaks down because 
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our resources arc not fixed in quantity. Thus it is not necessarily 
true that if I employ a certain quantity of productive resources on 
a certain object I necessarily withdraw them from something 
else ; for in the first place, productive resources are not homo- 
geneous but have a specific character to different employments : 
hence there is unemployment ; and in the second place, considered 
over any period of time, however short, productive resources are 
not constant in quantity : hence an increase in the demand for 
productive resources in one employment may not lead to a decrease 
in the amount of productive resources in other employments, but 
may merely lead to an increase in the total quantity of productive^ 
resources. 


Wc are now in a position to appreciate more fidly the value 
of the concept of displacement costs for the interpretation of 
economic life. When wo come to this interpretation wo find 
two kinds of facts with which we must deal. The most obvious 
of these is the observed spectacle of economic process through 
time; this manifests itself quantitatively through time series ” 
— the movements of various economic magnitudes with the pro- 
gress of time. The economist cannot stop with these, however : 
if he is to analyse time series themselves successfully, ho must 
trace them back to certain psychical and physical facts (such, 
for instance, as the ordinary supply and demand curve represent), 
which must be expressed not in terms of movements through 
time, but as a series of conditional sentences which hold good at 
a moment of time, irrespective of whether they are realised in 
the future or not. It is here that wo shall find the real place 
of the concept of the displacement system; in these abstract, 
ultimate conditions of economic process, not in the study of the 
processes themselves. Indeed, it is only through the concept of 
a displacement system that wo can understand the nature of 
these vitally important underlying “ General conditions of supply 
and demand.” On the demand side, our resources are our money 
income : on the supply side, our resources arc our income of 
labour time, qualiiied by some factor representing the efficiency 
of labour in the production of real income. The system of dis- 
placement costs of the two displacement systems gives us the 
“ general conditions of supply and demand ” at a point of time. 
These systems both determine, and are in part determined by, 
the economic processes through time : but the pure concept of dis- 
placement costs must not be extended into the analysis of process 


as such if it is to retain its usefulness. 


K. E. Boulding 


College, Oxford. 
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Oppicial Papers 

Report of the Committee on Retail Trade Practices, (No. 51-189.) 

Stationery Office. 1931. 

The Lord Chancellor and the President of the Board of Trade 
set up this Committee in March 1930 “ to consider present trade 
practices which result in withholding from particular retail 
traders supplies of goods in which they wish to deal or which 
prevent the resale of such supplies except upon conditions im- 
])osed by the suppliers, and to report whether in their opinion 
all or any of such practices are detrimental to the public interest, 
and, if so, what alterations in the existing law are necessary to 
prevent the continuance of such practices.” Two extracts from 
the conclusions of the report typify the general attitude of the 
Committee after reviewing the evidence. First : “ We do not 
regard the price maintenance s^^stem as free from disadvantages 
from the public point of view, but we are not satisfied that if a 
change in the law were made there is any reason to think that 
the interests of the iniblic would be better served.” Second : 

Though the withholding from retailers of goods in which they 
wish to deal may cause grievances and in some cases no doubt 
hardships, we do not consider that any compelling reason for a 
change in the law has been established.” The (.^ommittce equally 
opposed an extension to the trade in all price-maintained articles 
of the special rights of patentees to enforce conditions of sale 
against persons with whom they have no direct contnxet. 

The maintenance of resale prices imj^lies in most cases the 
maintenance of a fixed margin between a fixed cost price to the 
retail distributor and his resale price. Two elements of rigidity 
are thereby introduced into the price system, and a prima facie 
case against resale price maintenance is established. That is not 
to say, however, that anything should necessarily be done about 
it. That will depend upon the extent of the practice, the success 
with which it can be maintained Avhen applied and the practic- 
ability of j)rohibiting its continuance without introducing un- 
desirable interferences with the ordinary right of freedom of 
contract. It might be perfectly reasonable for a Committee 
after reviewing the evidence to condemn the practice whole- 
heartedly but to conclude that it is self-destructive and that any 
imposed euro is likely to be worse than the disease. The publica- 
tion of the full evidence might in that case assist by hastening 
its eradication. Unfortunately this Committee has not yet pub- 
lished the evidence on which it has founded its opinion and has 
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included only scanty references to the extent of the practice in 
its report. Its findings may fail to convince both those who arc 
anxious to see the law altered and others who see nothing but 
good in existing practice, unless this omission is remedied. 

One turns to this report for enlightenment on three aspects 
of resale price maintenance. One is its effect on the level of 
retail prices, another is its effect on regional differences in retail 
prices, and the third is its effect on the form of competition 
between retailers. 

In the absence of price agreements, comi^etition between 
retailers will tend to reduce the margin between cost and selling 
prices. Savings from improvements in the organisation of dis- 
tribution will be passed on to the consumer. The maintenance 
of a fixed margin prevents the public from benefiting l)y lower 
prices from such improvements. The margin is fixed by the 
manufacturer, often under pressure from distributors, llis de- 
cision must inevitably be arbitrary : usually traders are con- 
sulted, but apparently there are rarely formal negotiations. The 
Committee was told that the margin is fixed as a rule “ with 
reference to the ordinary business of average efficiency.” Jlofe 
efficient businesses arc thus prevented from giving the public 
the benefit of their economies by lowering their selling price, and 
the final price which keeps alive the ordinary business of average 
efficiency is not necessarily the price which will secure maximum 
sales for the manufacturer. The Committee does not bring this 
out clearly. In its view in considering whether retail prices 
of branded goods fixed by the manufacturer are reasonable in 
the public interest, the e.ssential i)oints arc whether the retail 
margin is reasonable for the general body of retailers, and also, 
of course, whether the i)riee at which the manufacturer sells his 
goods in the first instance is rca^sonable.” It may w ell be reason- 
able in the public interest ” that many of the existing general 
body of retailers ” should be compelled by price competition 
either to learn to operate on a narrower margin or to go out of 
business. 

Resale prices normally wdll be higher, the farther distant the 
market is from the factory and also the low^er is the rate of turn- 
over of the distributing business. Under the system of resale 
price maintenance, the final retail price is fixed for large zones, 
irrespective both of the distance (inside the zone) from the 
factory and of differences in the rate of turnover in different 
parts of the area. The instability and impermanence of the 
practice are largely duo to this cause. If the manufacturer 
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pays delivery costs (as he must if he wishes distant retailers to 
secure the full net margin) he subsidises distant deliveries at the 
expense, probably, of local trade. To some extent local compe- 
tition will bo stimulated and at the same time the higher price 
will tend to reduce the volume of sales which ho would otherwise 
be able to make in the local market. More serious arc the effects 
of ignoring differences in rates of turnover on account of differ- 
ences in the density of the buying population. The margin based 
upon the market conditions of thinly populated country districts 
will represent a very attractive return on capital in densely 
populated areas where the rate of turnover is much greater. 
New shops come into existence in these urban districts, reducing 
the volume of trade which each can secure, and price cutting is 
the inevitable consequence of the endeavour of each of them to 
pay high rentals and obtain tlic market rate of interest on capital. 
More or less successful attempts are made in some trades to com- 
bat this tendency by the imposition of a minimum “ distance 
limit ” betw'ecn the retailers who can secure supplies, but in 
general it comprises the most serious weakness of the whole 
system. Manufacturers vacillate between the poli(;y of main- 
taining the largest possible number of distributing units, by 
fixing a large margin and endeavouring to maintain it by elabor- 
ate and expensive systems of tracing and clowsing the channels 
by which price-cutters secure supplies, and that of securing the 
full benefits of increased sales by taking no steps to enforce the 
“ fixed ” price in districts where price-cutting exists. One could 
wish that the Committee, while acknowledging these weaknesses, 
had laid greater stress upon them. It “ saw no reason to sup- 
pose that the imblic interest Mils adversely affected by the 
“ distance-limit schemes. “ Loyal ” distributors themselves 
may well come to prefer frank and open competition to the 
doubtful security of unenforced price maintenance. 

In the absence of restrictions upon price adjustment, comjie- 
tition tends to lower final prices. Resale price maintenance 
diverts competition into channels which arc less preferable from 
the public point of view— extended credit, free delivery, “ after- 
sales service,’’ more elaborate shops, and so on. “It is con- 
tended that in many cases the effect is to induce the consumer 
to accept service which he does not really require, or to make 
him pay for service which ho does not accept.” To extend the 
range of compulsory joint supply is a retrogressive step. 

Turn from these weaknesses of resale price maintenance, 
which the Committee describe as “ incidental ” disadvantages. 
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to the recital of the advantages of the system. It has already 
been suggested that a confusion exists between maintaining the 
maximum number of distributors and securing the maximum 
volume of sales. The Committee apparently has few doubts 
as to the harmful reactions of i)rice-cutting not merely upon the 
trade of retailers but upon the manufacturer. Price-cutting 
lowers the final price, and while it lasts can hardly reduce the 
volume of sales. Yet the Committee is quite definite that “ the 
manufacturer finds that liis sales fall off.” “ These effects have 
shown themselves in a large number of trades, and the evidence 
as to the experience of all trades concerned was in substance the 
same ” (p. 9). If it is argued that ajler price-cutting the total 
volume of sales is on that account lower than liefore, it is a pity 
that the evidence was not exjdicitly stated. The Committee 
itself makes, a little later on, the somewliat conflicting statement 
that “ manufacturers arc not always anxious to enforce without 
exceptions the retail jiriccs which they prescribe for their pro- 
ducts.’* The report leaves the impression on the reader that the 
Committee accepts the arguments which it records as being 
made in favour of fixing resale prices. Price-cuttmg, which is 
not defined, is clearly disliked, and many arguments are brought 
against it. 8onic of them arc a little mysterious. “ We were 
told that where the prices fixed for branded goods are not enforced, 
customers lose confidence in the quality of the goods, in the 
reasonableness of the price ordinarily charged or in the good 
faith of the manufacturer ” (p. 19). It is very likely that the 
general public is irritated to discover tliat it need not have paid 
more than Ls. Cd. for a box of patent medicine for wliicli it has 
always given Is. lid., but is it on that account any less likely to 
believe that it is worth a guinea a box ? AVhen the public is 
required to pay the same price for petrol at the port of entry, 
or outside the refinery, as it has to pay in a remote part of Scot- 
land, are its feelings adequately described by the statement that 
they appreciate the knowledge that they can buy similar goods 
at the same price wherever they happen to be ” ? In point of 
fact, it is most unusual for distributors to bo prevented from 
selling above the fixed price. The publi(' is generally much too 
glad to obtain supplies at all in out-of-the-way places to object 
to pay a little more for the service. If the Committee has re- 
corded the whole of the arguments in its report, the case against 
the system appears to bo much stronger than the case for it. 

Resale price niainteiiaiico assumes a new importance to dis- 
tributors, if not to the general public, in times of generally falling 
No. 166. — VOL. XLII. L 
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prices. Retailers who are completely free to conduct their 
businesses as independent principals will cut prices of stocks which 
they hold as the prices of competing goods fall. Their freedom 
of action is limited in this respect when the stocks consist of price- 
maintained goods — the stupidity of a manufacturer may involve 
them in loss. In such conditions considerable weight attaches 
to the contention that manufacturers should be required by the 
distributors, or possibly by law, to assume the liabilities of the 
principal in distribution in so far as price-maintained articles 
are concerned, and supply stock “ on consignment,” to be paid 
for by the distributing “ agents ” as and when sold. The Com- 
mittee makes little comment on this aspect of the question 
beyond remarking that “ there is evidence wc think of a fairly 
widespread reluctance or hesitation to make price changes ; and 
at times such as the present, this, taken by itself, is disadvan- 
tageous to the public.” It seems, however, to have been definitely 
of the view that manufacturers who do not bear the risks of 
distribution are as entitled to dictate the terms upon which 
distribution shall take place as are manufacturers who distribute 
through their own shops. “ It docs not seem to us to be in 
itself unreasonable or contrary to the jniblic interest for the 
exceptionally efficient or exceptionally well-placed retailer to be 
able to obtain branded goods only on condition that he under- 
takes to observe the uniform price fixed by the manufacturer in 
the interests of his trade. The charging of uniform prices is a 
practice commoniy pursued by manufacturers who sell their out- 
put through their own shops, notwithstanding that overhead costs 
vary as bet\veen different shops ” (p. 24). 

Not many of the readers of this report will put it down with 
the feeling that the last word has now been said upon resale 
price maintenance. Nevertheless, the next (Joinmissioii to report 
upon the question will be grateful to the members of this Com- 
mittee for the work they have done. Is it too late to urge that 
the evidence be published ? 

Arnold Plant 

Inlernatiomhl Industrial Agreements. League of Nations. Official 
No. E. 736. (Allen and Unwin. Pp. 39. Is.) 

A PREVIOUS Report on this subject, relating to the positive 
contents of international agreements, and the industries affected, 
was reviewed in this Journal for March 1931. The present 
Report is of a more general nature, dealing with the economic 
aspects of this important question. 
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The discussion consists largely of a statement of Cartel struc- 
ture and policy on well-known lines, and an extension of these 
considerations to the higher development of cartelled Cartels. 
The essential new facts concern the relation of Cartel policy to 
tariffs and dumping. 

The Report is a strong defence of Cartels in all aspects, though 
the alternative of amalgamations has admittedly more possi- 
bilities of rationalisation. The main notable omission is that 
there is no discussion of methods of competitive policy. There 
are three poles or terms of the whole question; monopoly, 
administration, and trade practice. Monopoly is a danger, higher 
administration is a benefit, and the critical distinction between 
these two things, Avhich look alike as structures, lies in the methods 
by which they arc maintained. For example, this Report points 
out how Cartel i)ricc policy is controlled by new competition, 
actual or latent; but does not consider the numerous ways in 
which trade policy can, by exclusive agreements, for example, 
shut off this control. 

There is some inconsistenej^ between the argument (p. 13) 
that efficiency within Cartels is maintained by the fact that 
producers must keep in view the date of renewal of the agree- 
ment, when new quotas will be fixed or, if the agreement is not 
renewed, when they must turn to their own clienteles again; 
and the point made later that real economics depend on the 
period of the agreements being sufficiently long (p. 20). 

Nor is the argument clear as regards the effects on stability. 
It is stated (p. 25) that Cartels, when business is on the up-grade, 
make the rise in ])riccs more moderate than it is under free 
competition, while in time of depression they offer more resist- 
ance to the fall in prices.^’ But (p. 18) it has already been 
claimed that “ in times of crisis a strong Cartel can attenuate 
the gravity of the situation by stimulating a demand which 
shows signs of falling off. ... It can decide more rapidly upon 
an aggix'gate reduction of prices intended to increase consump- 
tion.” Which is it? The latter idea would imply, on the 
up-grade, a rapid rise in prices to check bujdng. Should Cartels 
take over the function, usually left to the banking system, of 
getting ahead of the market on both sides of the fluctuation ; is 
it stability of employment, or of prices, that is more important ? 

The Report regards as of the “ utmost importance ” the 
question how these agreements will affect tariff policies. The 
agreements admittedly tend to reserve homo markets. Prima 

facie, this substitutes a prohibition for a tariff, and takes the 

L 2 
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real control out of the hands of the State. This is an obvious 
element of danger. It remains obscure how these reservations 
are operated. But it is pointed out, as had been formerly known, 
that tariffs are an element in the bargaining when international 
agreements are made, the more so if they are subject to renewal 
at short intervals. Tariffs are not, therefore, rendered super- 
fluous ; but agreements “ reduce the value of customs tariffs to 
producers.’^ In what wayl “When an agreement has been 
concluded, an increase in tariffs is no longer necessary, as the 
reserve and quota clauses amount to a i)rotcction of the home 
market ” (p. 32). It seems to emerge that international agree- 
ments will, for purposes of bargaining, aim at keeping tariffs up, 
and that these rates will be over-reached in practice by the 
reservation clauses. This is serious ; the more so as the Report 
implies that the national Cartels have a great deal to do with 
tlie tariff rates themselves. It speaks (e.r/. p. 33) of the degree 
of protection they will “ demand.” 

A new and real international issue is involved here. The 
obscurity of how exactly the reservations are worked ought to be 
cleared up. Every national trade policy should liave its own 
criterion as regards tariffs, and must somehow bo able to insure 
the consumer against privately organised methods of exceeding 
the provision. No one doubts the “ great possibilities ” of inter- 
national industrial co-operation which arc so often stressed in 
this Report, but these have other aspects than that of “ com- 
bating the extreme form of collectivism ” referred to in the 
Preface. 

I). H. Macgreoor 


The Functioning of the Gold StayularcL League of Nations. 

Official No. F. 970. (Allen and Unwin. Pp. 115. 3^. 3d.) 

This Memorandum, by Dr. Mlynarski, has been prepared for 
the use of the Gold Delegation of the League of Nations. It 
reviews the great changes which the gold standard has undergone 
since the War, in structure and functioning. In a discussion of 
the adequacy of the world’s gold supplies, the author examines 
specially the views of Casscl, and the calculations of Kitchin. 
The doctrine of the 3 per cent, minimum inflow is held to have 
created exaggerated apjHchensions as to a possible deficit, and to 
have retarded rather than accelerated reforms in the use of gold. 
“ Competition on the gold market has become more acute, because 
every bank desires to secure an inflow of at least 3 per cent, and. 
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what is still worse, the doctrine of the 3 per cent, inflow diverts 
attention from the more deep-seated and fundamental factors 
which are responsible for the more important changes in the 
general level of prices.’" The future of the standard, it is argued, 
depends not so much on the jiroduction of gold as on the develop- 
ment of central banking technique. But behind this lie con- 
siderations of first importance in the field of public finance and 
control of expenditure, and above all an international peace. 
“ Whether mankind will be able to avoid economic disturbances 
resulting from a shortage of gold will depend more on the political 
co-operation of nations than on the co-operation of Central Banks 
which can develop only in an atmosphere of increasing con- 
fidence, aided by the victory of pacific ideas. War has been and 
is the greatest enemy of the gold standard.” 

The views expressed in this Memorandum are, of course, not 
official. 


Employment liegnlarimtioii in the United States of America. 
(American Section, International Chamber of Commerce, 
Washington. Pp. 83.) 

This Report is a valuable contribution to an aspect of the 
employment problem which is apt to fall out of notice where a 
national system of unemployment insurance exists. The absence 
of such a system in America has directed attention to the measures 
which individual employers and their associatioas may adopt in 
order to stabilise labour conditions. So far, these measures have 
been ‘‘ too limited in range and scope to have had an appreciable 
eflect upon gcnerid fluctuations in employment.” But they 
have shown great possibilities, and they have emphasised the 
need for the recognition of direct business responsibility', wliether 
there are national plans or not. 

The first Section contains many interesting figures in relation 
to the volume of American unemployment, both in the present 
crisis and at its normal minimum. The minimum is given as a 
million ; in January 1931 the estimate was six millions. Seasonal 
unemployment was found, by one test, to accoimt for more than 
half tho total, the business rec(>ssion for slightly over a third. 
In the absence of any schemes for prevention, the largest businesses 
had a larger proportional lay-off than those of moderate size. 
There are some important estimates of the influence of techno- 
logical changes. 

Tho policies of regularisation are either general management 
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policies, or ‘‘personnel” policies affecting workers individually. 
The fundamental nature of the former is the planning of work 
on the basis of business forecasts, especially as regards seasonal 
changes. The methods are well enough known, but this adminis- 
trative record is valuable. Striking details are given of the 
reduction of labour turnover, when the state of the sales market 
at the moment is not allowed to dictate the production policy. 
For example, “ before instituting a series of market studies, 
which led to the formulation of a co-ordinated budgetary and 
scheduling plan, yearly variations from the peak to the low 
volume of employment in the Walworth Company ranged as 
high as 67 per cent. During recent years the variation in any 
one year has not exceeded 7 per cent.” Various devices to 
facilitate making for stock are discussed. The costs of this 
policy have many offsets in economies. To control the dealers, 
the retail trade may be dealt with directly, or selling m*ay be 
integrated, or bills for goods sold in advance of dealers* reqiiii'e- 
ments may bo post-dated. 

The importance of integrated processes is obvious, as creating 
a more regular communication between businesses on different 
levels. Mergers and trade associations give a more sc(nire basis 
for calculation. The figures regarding the effects of techno- 
logical changes in widening the market for employment show, 
on the other hand, the concealed danger of purely restrictive 
policies. 

Personnel policy relates to flexible working periods, the inter- 
company transfer of employees, reserve wages funds, and dis- 
missal wages or loans. For example, in the Rubber Company, 
dismissal pay is on the basis of one week’s wages for each year of 
employment. The Harvester Company has a loan fund, workers 
who are paid off repaying the loan on re-employment by a regular 
deduction from wages, no interest being charged. 

Public policy has mainly to do with the com])cnsatory use of 
construction programmes. Its weight is indicated by the estimate 
that 35 per cent, of the normal total expenditure for construction 
in the United States is for Government programmes. The 
principle of advance planning for this purpose is embodied in 
the Employment Stabilisation Act of 1931. 

What this Report says about employers must also apply to 
its own principles. If employers must think about unemploy- 
ment when trade is still good, the policy of impressing this must 
itself not fall out of sight except when an emergency has occurred. 

The number of companies operating schemes is given as 20 
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in 1930, after a rapid expansion in that year. In proportion to 
population, there may be quite as many in England. The 
Report is striking in its indication of the large field which 
preventive policy may still occupy. 

D. H. MACGREGOR 


OBITUARY 

William Albert Samuel Hewins 

The saying “ felix opportunitate mortis ” has been variously 
used. Though some might interpret the tragic coincidence as an 
illustration of the grim irony of capricious fate, others may deem 
the Latin dictum appropriate to the sudden death, at the age of 
sixty-six, on the 16th of November last, of the economist-politician 
William Albert Samuel Hewins, “ champion of tariff reform ’’ 
as he was designated summarily in the obituary notice of The 
Times, “ A pioneer in the movement,’' it was there remarked, 
“ he lived to see the return of a Parliamentary majority largely 
in sympathy with his ideas,” and ‘‘ on the day of his death ” Mr. 
R.unciman- - no unworthy or hesitating combatant on the other 
side in those “ controversies of the last generation ” in which 
Hewins had figured prominently announced “ emergency 
])roposals” put forward by the Government, to deal with the 
“ abnormal volume of imports.” Hewins, indeed, who was his own 
biographer, in the Apologia of an Imperialist, published in 1929, 
has told with abundant detail, taken from his contem])oraneous 
diary, the full story of what will probably be regarded as the 
chief chapter of his career. The tale interests not only by intimate 
light thrown from a fresh angle on the disposition and (‘onduct of 
statesmen, such as Joseph (liamberlain, W'alter Long and Wilfrid 
Laurier, with wdiom lie came into near contact, I)ut also by the 
transparent disclosure of the main motive and broad purpose by 
which his owm zeal and diligence in this matter were consistently 
animated and directed. 

It is evident, for example, that he did not wholly approv^e of the 
line of argument followed on particular o(*casions by the masterful 
protagonist wdiose general reasonableness he candidly allowed. 
To remonstrance (’hamberlain retorted characteristically that on 
the platform he must put things in his owm w’ay— that to wdiich he 
was accustomed. Nor can any doubt be felt that it was the im- 
perial aspeet of tariff reform by wdiich Hewins was chiefly attracted 
and inspired, although throughout lie had been a convinced 
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dissenter from free trade dogma, and from the very outset of his 
economic study he had, of deliberate persuasion, preferred the 
appeal of industrial and commercial historical fact and changing 
circumstance to any pontifical prescription dictated once for all by 
the unbending authority of economic theory. To his pious loyalty 
to this special cause, whether as Under-Secretary for a brief period 
in the Colonial Office from 1917 to 1919, or as member of Parlia- 
ment for Hereford from 1912 to 1918, or as preparer of the many 
systematic reports and occasional memoranda issued during a long 
series of years by the Tariff Commission, I will make no further 
callusion, though I would refer to the short summary of the situ- 
ation as it presented itself to his gaze in 1924, given with point 
and comprehensiveness in his Trade in the Balajice, It is known 
tliat he had drawn up with informed care a tariff which could be 
brought into operation, and whatever opinion might be entertained, 
favourable or unfavourable, tOAvards his aims, the clear definite- 
ness w^itli which they were framed, and plans for their achieve- 
ment put forw'ard, (!Ould not be impugned. 

It should be remembered that of two other notable under- 
takings also Hew’ins might ])c described justly as “ pioneer.” 
As the first Din^ctor from 1895 to 1903 of that established in- 
stitution of high repute, the London School of Economics and 
Political Science, and as the schemer and executive officer of the 
commencing three large gatherings at Oxford, in the summers of 
1888, 1889 and 1890, of University Extension students, he show'cd, 
and proved, rare capacity for grand organisation. In the former 
instance he had the growing satisfaction of witnessing big develop- 
ment from a small beginning ; and it w as to his stimulating bold- 
ness of design, and to his unwearying minute pains in detailed 
execution, that the recognised success of botli these projects must 
be largely ascribed. He w as, it may be, then as later in his career, 
disposed, like Chamberlain, to be masterful, but he could make 
things move to his purpose. Hero, however, [ venture to consider 
it more fitting to draw attention to another phase, and to recall 
the earlier wMjrk done by him Jis student and researcher. In 
dealing with this period of his life I enjoy the IxMiefit of information 
kindly furnished by Sir Charles Firth, to wdiose guidance aiul 
imx)ulso Hew'ins frankly made grateful acknowledgment in his 
Apologia, Their aj)pr(;ciation, it will be seen, was mutual. 

To the second volume of this Journal Hewins contributed 
two reviews- one of Thorold Rogers’ Industrial and Commercial 
History of England} and the other of the second volume of Cimning- 

^ P. 520. 
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ham’s Growth of English Industry arid Commerce} TJiey are 
instructive for the illumination they throw on his independence 
of judgment as well as on the width and depth of his acquaintance 
with economic history. He admits the existence of error, and 
even of serious error, detected in the writings of the former by 
subsequent inquiry, and calls in question some “ generalisations ” 
drawn from “ scanty ” or “ inconclusive evidence.” But, he 
generously adds, the “ element of permanence ” in Rogers’ work 
“ will become clearer with the lapse of time,” and, as it is, his own 
writing could supj)ly the “ best correctives ” of his earliest “ crude 
theories,” while he himself did not consider “ final ” his first 
“ interpretations ” of the facts gathered by his “ vast labours.” 
Sir Charles Firtli, who states that from the end of the letter L, 
Hewins contributed lives of economists to the Dictionary of 
National Biography, says that his article therein on Rogers has 
always seemed to him to be ‘‘ very good.” On the other hand, 
(himiingham is no less faithfully handled by Hewins. While the 
“ interesting ” volume he is reviewing contains, as he acknowledges, 
“ much new material,” yet its worth, he avows, depends on the 
‘‘ method of investigation,” the ])rinciple of selection of evidence 
and the soundness of the author’s judgments.” Hewins frankly 
criticised the method announced, but not, he admits, always 
followed. He affirms that some evidencje is over-valued to the 
neglect of other material, and he severely condemns the judgment 
passed, for example, on the Mercantile System as inadequate, 
on the Corn Law of 1689 as questionable, and on the Statute of 
Apprenticeship as sorely in need of correction in the light of fresh 
data discovered by himself (with the help, it may be added, of 
Sir Charles Firth). It is true that Cunningham made^ no un- 
successful a reply to this stern reprobation, and that, subse- 
quently ,2 Hewins’ own summary of the results of researcli into the 
last of the three issues raised might on the hole be pronounced 
to justify at any rate Cunningham’s criticism of Rogers thereon. 
But it is noticeable that in Iiis answer Cunningham described Hewins 
as a writer who was not only “ learned ” but also “ careful,” 
and that Professor liastalde, reviewing Hewins’ small book on 
English Trade and Finance in the Seventeenth Century} published 
in 1892, affirmed tliat the author, departing from the ‘‘ beaten 
track ” of “ extension manuals,” had given instead a “ number of 

* P. 094. 

- C’f. KcoNomc Journal, IV. p. 608. 

^ Of. Economic Journal, VIII. p. 340. 

* Cf. Economic Journal, II. p. 627. 
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original inquiries ” together with “ exceedingly interesting ” 
sections on some of the economic theories and controversies of the 
seventeenth century and the commercial policy of the eighteenth 
that raised a hope of a “ more elaborate account.” In addition to 
his contributions to the Dictionary of National Biography, to Pal- 
grave’s Dictionary of Political Economy, and to Social England, 
Hewins wrote the article on Economics for the 1902 edition of the 
Encyclopcedia Britannica, Like its famous predecessor, which came 
from Ingram’s 2 >rovocative pen, that account of the study might be 
charged with a bias which did not favour orthodox economic 
theory, but it was reasoned and informed. He also held from 
1897 to 1903 the Tooke Professorship of Economic Science and 
Statistics at King’s College, London, and in 1898 edited the 
Whitefoord papers. 

In a letter to the writer of this notice, Sir Charles Firth de- 
scribes how Hewins, as a Scholar of Pembroke College, Oxford, 
after glutting a first-class in Mathematical Moderations in 1885 and 
a second-class in the final Mathematical school in 1887, thought of 
taking Modern History as an additional school. Ho abandoned 
the idea but wwked independently as a ])iipil w ith Sir Charles, who, 
finding him interested in Economies, directed his attention to the 
economic history of the seventeenth century, to which Hewins 
addressed himself a7nore'' wuth his “usual energy.” He 
showed “such promise” as an economic historian that his 
instructor wanted him to go to Germany for a year and study 
under one of the professors of that country. This i)roject did not 
materialise, but, lecturing on Economics in Oxford for a term, he 
secured a large class; and Sir Charles, referring to Hewdns’ 
acknowledgments to himself mentioned before, sums up his 
favourable judgment of liis piqnl by saying that his “ obvious 
ability, his industry and his interest in his w ork ” “ made it worth 
while to spend trouble on him.” 

To this laudatory testimony, which will commend itself to the 
readers of the Economic Journal, I would only add, as the 
recollection of fruuidly intercourse with Hewins while he was living 
and working in Oxford, that he was an agreeable, sympathetic, 
instructive and elevating companion, j)ro<lucing the impression 
alike of a keen and exact student, and of an uncommon personality, 
strong, purposive and independent. The Times remarked that 
he w'as not a “ very eficctive Parliamentary debater,” but my 
own memory recalls vividly the forcible effect upon myself of the 
persuasive vigour of the first public iitteranee to which I listened 
from Hewins’ li})s. Whether it was well or the reverse that, in 
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Sir Charles’ graphic words, the “ cares of the world ” should 
“ spring up and choke ” his earlier impulse to research (for, 
he adds, it is “ hard for an economist not to become a politician ”) 
must remain a moot point. What is certain is that in either 
case the ability and energy of Hewins could not remain a 
negligible quantity. L. L. Price 

Adam Willis Kirkaldy (1867-1931) 

Adam Willis Kirkaldy, who died on December 29, 1931, 
was born in London, December 1, 1867. He was Lecturer in 
Commerce in the Universitj'^ of Birmingham, 1903 to 1906, Pro- 
fessor of Finance in the same University, 1906 to 1919, and Pro- 
fessor of Economics and (.^ommerce, University College, Notting- 
ham, 1919 to 1931. 

Educated privately, Kirkaldy entered the family shipping 
business in Sunderland, in which he became a partner at the age 
of twenty. Six years later, in 1893, he abandoned a business 
career and entered Wadhani College, Oxford, where he graduated 
in 1896 with a second class in the Honours School of Modern 
History. At that time Oxford was able to oft’er but little to the 
student of E(?onomios, and Kirkaldy sought in Paris what he 
failed to find in the University of his choice at home. He re- 
turned to Oxford in 1899 and occasionally lectured on Economics 
to candidates for tlie Civil Service between that date and 1903. 
In the latter year the late Sir William Ashley, struggling with 
the task of setting up a Faculty of Commerce imposed on the 
newly-founded University of Birmingham by Joseph Chamber- 
lain, invited Kirkaldy to join him as assistant. When promotion 
to a chair took place in 1906, the title of Professor of Finance was 
selected, not because Kirkaldy was particularly interested in 
Finance, but because Ashley’s concepts of the duties to be attached 
to such a chair could easily be fitted into the general framework 
he had outlined for his Faculty when, ultimately, its permanent 
organisation should have to be considered. Actually, the duties 
of the chair included all the instruction in economic theory that 
Ashley could bo persuaded to {wquicsce in for students under- 
going definite training for careers in business — in addition to 
certain courses on the Technique of Trade modelled on courses 
of the same name in the Gerniiin Handelshochschulen. 

In Kirkaldy, Ashley, who was never quite at ease in inter- 
course with business men, found the colleague he needed to 
supplement liis own deficiencies. Jointly, they succeeded in 
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breaking down the opposition to the idea of University training 
for business in a very conservative commercial and industrial 
community, and by 1914 they felt the foundations were so securely 
laid that the details of curriculum designed to impress the “ practi- 
cal man were no longer of paramount importance and that 
the time had come when more attention might fittingly be paid 
to economic studies with a less directly practical appeal. The 
intervention of the war, however, rendered academic work of 
minor importance for a time; and Kirkaldy rendered much 
service in connection with the O.T.C. and as sub-commissioner 
for trade exemptions in the West Midland area under the Ministry 
of National Service. At the conclusion of the war he was ap- 
pointed to the chair of Economics and Commerce at University 
College, Nottingham, where his wide business experience made 
him more acceptable even than he had been in Birmingham to 
the practical men of affairs. He was soon elected a member of 
the Council of the Nottingham Chamber of Commerce and became, 
in due course, its Cliairman and Deputy President. Prom 1025 
to 1929 he was Chairman of the Unemployment Committee in 
Nottingham and Chairman also of the imj^ortant Tailoring Trade 
Board. Moreover, he found time from 1927 to 1931 to servo as 
a member of the Nottingham City Council, and his generous help 
was always at tlie disposal of any organisation and society which 
sought to pla}^ a part in the economic life of the East Midlands. 

It was, perhaps, natural that a teacher of Economics who 
maintained contact so close (and so unusual in England) with 
business committees and with details of administration should 
exhibit in his lectures and his writings little sympathy for the 
finer points of abstract economic theory. But this did not render 
him an unattractive tutor even to students who desired to pursue 
these studies further than he considered worth while; for his 
intimate knowledge of both British and French trade and industry, 
combined with his intuition and his accurate insight into the 
manner in which the minds of business men react to changing 
situations, made him exceptionally informing and a reliable guide 
for students in a period of rapid economic movement. His 
published works, suggested by the lecture courses imposed upon 
him by Ashley in Birmingham, include British Shipping, 1919; 
The History and Economics of Transport (in collaboration with 
one of his pupils, A. Dudley Evans), 1915, and elementarj' text- 
books on Commerce and Economics. 

He was President of Section P at the British Association 
Meeting of 1916 at Newcastle-on-Tyne, and he edited two reports 
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(British Labour^ 1914-21, and British Finance, 1914-21) of com- 
mittees of inquiry appointed on that occasion. These are authori- 
tative and useful records of important economic events in the 
war and immediate post-war period. 

His genial presence and characteristic kindliness will be 
greatly missed by a wide circle of students and of business friends 
and associates, especially in the Midlands, in the life of which he 
played so large a x)art. 

J. G. Smith 

Birmingham. 


CamiIaLO SuriNo 

Camillo SuiTNO, who died at Milan on tlie 10th December, 
1931, at the age of seventy-one, was, in the most literal sense of 
the term, a self-made man. Compelled in his youth to work in 
his father’s shop, he was nevertheless driven forward by the 
activity of his mind to steal the hours of sleep for the study of 
political economy; with the result that he became solidly 
grounded in t/hat science, and in 1887 was called to tlic Chair of 
Political Economy in the Technical Institute of Genoa, although 
ho had not even attained tlic degree of the doctorate of law. He 
was subsequently Professor at the Universities of Messina and of 
Siena and, since 1002, of I\avia, where he was lately President of 
the Dejiartment of Law. 

Amongst his numerous i)ublieations tlierc stands out his 
Shipping from the Economic Standpoint (1800, second edition 
1913), a standard work, which provides for the first time a theore- 
tical foundation for that important subject. This work estab- 
lished him as the leading Italian authority in that field and pro- 
cured him a seat in the Superior (^ouncil of the Mercantile Marino 
and afterwards in that of the Naval Register. But he also won 
a lasting rcinitation from liis treatment of money and credit. 
His book on the Rate of Disconnt (1802) developed with great 
ingenuity an original theory which has given occasion for much 
discussion. His Avork on The Slock Exchange and Unproductive 
Capital (1898) ably analysed a form of cai)ital which, in spite of 
its importance, has been unhappily neglected by the classical 
economists. His History of Italian Paper Money (1805, second 
edition 1929) contains a complete narrative and an acute criticism 
of Italian currency ; w liilst his International Money Market (1910) 
shows at its best the ability of the author in finding his way 
clearly through the labyrinth of monetary detail. 
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His versatility of mind enabled him to write also on The 
Economic Foundations of the Labour Movement (1925), a work 
which is admirable for its lucidity and literary elegance. Of his 
Principles of Political Econotnyi t is sufficient to say that the book 
is now in its eighth edition. But this short notice would be 
incomplete unless we recall that Supiiio had acquired a further 
scientific pre-eminence on the eve of his death by a splendid 
oi)position to some recent aberrations aimed at making economic 
science a slave of passions and of parties. 

The high esteem in which he wns held, at home and abroad, 
found formal record in two volumes published in the year 1930, 
on the occasion of his professorial jubilee, with contributions 
from forty-four economists of all countries. Moreover, the 
united tribute of praise from colleagues and pupils, given to his 
memory on the occasion of his death, has brought out in clear 
relief the rare candour of his soul and the singular uprightness 
of hin character as a noble example to those wlio follow after. 
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Membees will have recently received three special memoranda 
prepared by the London and Cambridge Economic Service, 
namely : No. 33, the usual Quarterly Bulletin on Conditions in 
Great Britain; No. 35, the annual Bulletin on Conditions in 
Europe; and No. 34, being the third of Mr. Rowe’s special 
studies on the control of raw material supplies, dealing with 
Brazilian Coffee. The attention of members is also called to a 
circular which they will have received with these memoranda 
containing particulars of certain new publications available to 
members of the Society on special terms, namely : Dr. Bonar's 
Catalogue of the Library of Adam Smith ; Mr. Higgs’s edition of 
Cantillon’s Essai ; and Professor Greig s definitive edition of the 
Letters of David Hume, It is particularly hoped that members 
will give their support to these publications. 

The attention of members is also called to the fact that 
additional volumes are now available in the London School of 
Economics Series of Reprints of Scarce Tracts in Economics and 
Political Science. Two further volumes have been issued since 
the last announcement, namely : No. 10. Mathematical Psychics, 

No. 166.— VOL. XLII. 
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by Professor F. Y. Edgeworth, which has been out of print for 
a considerable time and is being republished with the kind per* 
mission of Mrs. Montgomery, Professor Edgeworth's niece; and 
No. 11 . Grundzilge einer Theorie des mrtschafilichen OUterwerteSt 
by Professor Bohm Bawerk, which has only appeared previously 
in Jahrbiicher f Ur Nationalokatiomie for 1886, and is being repub- 
lished with the kind permission of Mrs. Oelzelt of Vienna, the 
author's sister-in-law. These volumes are published at 65. each, 
but will be available to members of the Royal Economic Society 
at the reduced price of Ss. 6d. each. Application should be made 
for these to the Assistant Secretary of the Society, 6 Humber- 
stone Road, Cambridge. 

For a complete list of publications available on special terms, 
members are referred to the list printed amongst the advertise- 
ment pages of this issue of the Journal. This list will be 
reprinted in future in each quarterly issue. 

The following appointments are announced : — 

K. S. Isles, M.A. (Tasmania), B.A. (Cantab.), has been appointed 
a Lecturer in Political Economy in the University of Edinburgh. 

Stewart Bates, M.A. (Glasgow), has been api)ointed Assistant 
Lecturer in Political Economy in the University of Edinburgh. 

Edmund Whittaker, B.Sc. (Edin.), has been appointed first 
holder of the new Chair of Economics in the University of Natal. 
Mr. Whittaker graduated with First Class Honours in Economic 
Science at Edinburgh in 1928, and has since held the post of 
Economic Adviser under the East of Scotland College of Agriculture. 

The Agricultural History Society of America wishes to secure 
as full bibliographical information as possible relating to books 
or essays on agricultural history published in the British Isles 
for inclusion in its quarterly Journal. Writers of essays on 
farming history and the history of rural life in all its phases are 
therefore requested to forward details of their publications from 
time to time to the Associate Editor, Mr. G. E. Fussell, at 47 
Maple Street, W. 1. Information regarding sections of scientific 
works which contain historical data, works of general history or 
the history of specific trades or districts which contain sections 
dealing with agricultural history might also bo included. The 
Quarterly Journal of the Society, Agricultural History, is obtain- 
able on payment of an annual subscription of $3, which should 
be forwarded to the Treasurer, Agricultural History Society, 
Room 304. 1358 B Street S.W., Washington, D.O., U.S.A* 
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The Annual Conference of the Association of Teachers of 
Economies was held at Wantage Hall, Reading, during the 
week-end January 1-4, 1932, when over CO members were 
present. At the opening Session on Friday evening, the Con- 
ference had an o^iportunity of welcoming Professor Wesley 
Mitchell, who initiated an interesting discussion on some of 
the fundamental assumptions underlying modern economic 
analysis. On Saturday morning Professor F. A. Hayck gave 
a paper on “ Some Disputed Points in the Theory of the Credit 
Cycle,” in which he criticised the view that the present depression 
is due largely to deflationary policies and lack of purchasing 
power, and stressed the importance of a fuller understanding 
of the nature of the capitalist structure of production. The 
evening discussion Avas opened by Mr. D. H. Robertson with a 
paper on “ The British Currency Problem,** which led to a very 
full and vigorous discussion on the practical issues involved in 
the alternatives of a managed currency and a return to gold, 
with or without devaluation. Unfortunately Mr. G. F. Shove 
was prevented by illness from opening the discussion on Economic 
Theory Avhich had been announced for Sunday evening,. and his 
place was taken at very short notice by Mr. H. D. Henderson, 
who gave an interesting analysis of the various stages in the 
development of the problems of Reparations and War Debts, and 
proceeded to an examination of various possibilities and proba- 
bilities of future settlements. 

At the Business Meeting it was decided that the name of 
the Association be changed to “ The Association of University 
Teachers of Economics,” and Professor H. A. Marquand and 
Mr. Stiiniey Parris, both of University College, Cardiff, were 
re-elected as Hon. Treasurer and Hon. Secretary respectively. 
It was decided that the next (Conference be held, if possible, at 
Bristol, during the week-end January 6-9, 1933, and Mr. Hamilton 
Whyte was appointed Hon. Conference Secretary. 

Membershi]) of the Association is open to all teachers of 
Economics and allied subjects in British Universities and Uni- 
versity Colleges. Applications for membership and notification 
of the next Conference jirogramme should be accompanied by 
the Registration Fee of One Shilling per annum. 



RECENT PERIODICALS AND NEW BOOKS 


Kconmnica. 

November, 1931. The Pure Theory of Money. J. M. Keynes and 
F. A. VON Hayek. The Economic Significance of Public Utilities. 
F. C. Benham. The Indian Exchange Problem 1919-20. Jl. S. 
Sayers. 


International Labour Review. 

October, 1931. Finance and Industry ; the Macmillan Re 2 ^ort as a 
basis for inlerymtional action. P. W. Martin. Woman Labour in 
India. R. K. Das. The Use of the Emjiloyment Exchange Service 
VI Great Britain as a Labour Clearing-house. 

November, 1931. A World Programme of Organic Economic Recon- 
struction. 6. OE IMicTiEiJS. The International Regulntion of 
Hours of Work in Coal-mines. (Ed.). Woman Labour in India. 
R. K. Das. 

December, 1931. Is Unemployment Insurance a Cause of Permanent 
Unemployment ? F. Maerette. Finance and Imluslry : the 
Macmillan Report {contd.). P. W. Martin. The New Cominoiu 
tveaPh of Australia Conciliaiion and Arbitration Act. O. dk K. 
Fuenandek. Holidays with Pay for Private Employees. 

Indian Journal of Economics, 

October, 1931. Optimum Taxability. D. Giro.sii. Land Rent and 
Prices. D. H. Buchanan. Crops and Population iJemity in 
Bihar and the United Provinces. R. K. Muk erjee and B. Gang uli. 

The Economic Record. 

November, 1931. Fina?icial Reconstruction. F. A. Bland and R. C. 
Mills. So^ne Economic Aspects of Grazing and Pasture Manage- 
ment in Australia. S. M. Wadham. Australian Monetary Policy 
reviewed. R. Wilson. The Federal Income Tax Acts, 1915-31. 
H. S. Carslaw. Scourging the Money -charujers. E. C. Dyason. 
Public Finance and Depression in New Zealand. A. H. Tocker. 
The Doctrine of Rationalisation. F. R. E. Mauldon. The 
Reports of the Sugar Inquiry Committee. J. M. Garland. 

The Manchester School. 

Vol. II. No. 2. Consumers^ Income and Outlay. R. G. Hawteey. 
Ths Present Economic Situation. G. W. Daniels. The Economic 
Significance of “ Gold Maldistribution'' T. E. Gregory. Higher 
Taxation or Higher Wages. C. Pagni. The Abandonment of the 
Gold Standard. J. Stabtord. 



MAEOH 1932] RECENT PERIODICALS AND NEW BOOKS 166 

Quarterly Journal of Economics. 

NovEMBEii, 1931. Economic Aspects of Adulteration and Imitation. 
C. L. Alsberg. Velocity Concepts and Prices. R. H. Lounsbury. 
The Separation of Ownership arid Control in American Industry. G. 
Means. Wants and Activities in Marshall. T. Parsons. The 
Coffee Industry and the Tariff. R. B. Pettenghj.. Uyiemploy- 
ment ; its Literature and its Problems. R. S. Merriam. 

Review of Econmnic Statistics (Harvard). 

November, 1931. Foreign Trade and the Business Cycle. C. J. 
Bullogk and H. L. Micoleau. 

Aynerican Economic Review. 

December, 1931. The Physiocrats. N. J. Ware. Wage Levels 
between Firms. H. L.-R. Drain. Profits and Size of Firm in the 
Automobile Industry. R. C. Epstein. Institutional Econo 77 iics. 
J. R. Commons. Stock Dividends and New York Stock Exchange. 
H. C. Freeman. A Medimval Tax Problem. E. R. A. Seltgman. 
The Shanghai Tael. J. P. Young. 

Annals of the American Academy of Political and Social Science. 

November, 1931. An Economic Survey of Australia. (Population 
and Economic Resources ; Trends in Production and Trade ; 
Industrial Organisation and Economic Control; Labour and 
Industrial ItJlations ; Public Finance and State Enterprise ; 
Politics and Industry!) By D. B. Copland, G. L. Wood, F. R. E. 
Mauldon, L. F. CiBLiN, G. Anderson, S. Wadham, and others. 

Journal of Economic and Business History. 

November, 1931. Methods and Leadership in Wall Street. A. D. 
Noyes. American Hosiery Industry, with S 2 )ecial reference to the 
downward trend of prices. R. J. Woodruff. The Susquehannah 
Company, 1753-1803. J. P. Boyd. Eighteenth-century English 
Merchants. E. Don nan. Sir Bevis Buhner ; a large-scale 
speculator of Elizabethan and Jacobean times. H. !M. Robertson. 
Deposit Banking in Barcelona, 1300-1700. A. P. Usher. Economic 
Life in Japan, 1(300- 1808. Y. IciiiiiASiii. 

Journal of Political Economy. 

October, 1931 . Leon Walras and (he “ Cash-Balance. Approach to the 
Problem of the Value of Money. A. W. Marget. The Early 
Aynerican Rcaclum to the Theory of Malthus. G. J. Cady. 
Methods in Social Science. W. H. K.a^iilton, D. H. Taylor, 
A. B. Wolfe. The. Liter-relation between Capital Production and 
Consuyner-taking. R. Frisch. Karl Bucher. J. F. Normano. 
A Further Note on Average Klasticily of Demand. A. J. Niciiol. 
December, 1931. Marxian, Liberal and Sociological Theories of 
Imperialism. E. M. Winslow. The Significance of Time 
Deposits in the Expansion of Bank Credit, 1922-20. D . R . French. 
Prospects of Southern Textile Unionism. G. T. Schwenninq. An 
Economic Trend for Pries. C. W. Cobb. Capital Production and 
Consumer-taking, J. M. Clark. 
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Wheat Studies, 

(Food Research Institute, Stanford, California.) 

November, 1931. Cycles hi Wheat Prices, The record of woeJdy 
wheat prices over forty-three years presents a panorama of price 
movements, one movement merging into or superimposed upon 
another; there is little evidence in the record to support the 
concept of seasonal price levels with appropriate intcrscasonal 
transitions. 

December, 1931. The W(yrld Wheat Situation, 1930-31. The crop of 
1930 (excluding Russia) unexpectedly turned out larger than in 
any preceding year except 1928. Russia had a bumper crop and 
became a major exporter for the first time since the war. The 
imrard carry-over was also large. As a result, wheat prices since 
January 1931 have been lower than in any year since 1894, and 
in terms of commodities in general wheat has been unprecedentedly 
cheap. Stabilisation operations in the U.S. kept their domestic 
prices out of line with other markets. 

January, 1932. Survey of the Wheat Situation, August to November 
1931. Burdensome supplies and low prices continued. Though 
the world crop of 1931 (excluding Russia and China) was 
100,000,000 bushels below that of 1930, total supplies were almost 
as large as in the preceding 3 Tar. It a])pcars that world stocks 
maj' be reduced by 100 -loO million bushels by tlie end of the 
crop year lt)31-32. 

Revu£> (V ^commie Politique, 

September-October, 1931. La reforme mon^taire en Suisse, (i. 
Paillard, La notion de groupe indmtrkl. F. PKiUiOux. 
Essai sur le monvement protectioniiiste en Grande •Bretagne. J. 
Wetleer. La vie konomique en Ihisse. B. Kliachkfi’. 

Journal dcs Sconomistes. 

December, 1931. Les perils actueJs. E. Payen. Les Utats-XJnis de 
VAmkique du Nord. R. J. Pierre. V economic esj>agnole et le 
prohleme monUaire. H. Devillkz. 

ScJi mol levs J ah rhuch . 

0(!TOBER, 1931. Okonomie der Konsumiion. R. Wilbrandt. Das 
Tableau konomique Que.simys urul seine erkldrung. U. Voeu’-ker. 
Die Einkommensverschiebung in Osterreirh tvdhreml des Welt- 
krieges. U. vox Spitzmuller. 

December, 1931. fiber das theoretische Grmulproblem der sowjetrvs- 
sischen Wirtschaftspolitik, T. Suranyi-Unger. Die Kauf- 
kraft des Qeldes und die Stabilisierung der Wirtschaft. G. Haber- 
LER. Grundsdtzliches zu den Mciglichkeiten einer Preis- uiul Lohn- 
politik, 11. Jcrgex-Seraphim. Das Grundslemrkatasler der 
FeUgiiter in Wurttemfmrg, A. Zeller. 

Jahrbucher fur Nationalokonomie und Statistik. 

'NOVEMBER, 1931. Die statistische Theorie der Orundrente. U. Rtcct. 
Eine psevdoexakte GeMtheorie, Kriiik des Appendix in D, II. 
Robertson's “ Banking Policy and the Price Level." J. Neudauer. 
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December, 1931. Ler Ooldatandard in der Krediikrisia. M. R. 
Wbyermann. “ Warten ** und “ Kapitaldisposition.** G. Halm. 
Die Prodnikiionajactoren und ihr Verhaltnis zueinander. A. 
Kokkalis. 

J anuary, 1 932. Ueber die Orundlagen statistiacher Forschungsmethoden. 
H. Peter. Ueber Qriindungatypen und Oriindungsreihen. K. 
Sting. 

Zeitschrift fiir Nationalokonmnie. 

December, 1931. A Problem of Dynamics. J. TrNBERGp:N. The 
author seeks to “ dynamise ” the static Walrasian niarlcet by 
introducing into it the concepts of economic horizon,” “ ex- 
pectance,” and “ retardation.” Time is divided into elementary 
periods limited by “ horizons ” of planning, within which the 
economic subject successively fixes his offer or demand. Cost 
Theory aiul the Monopoly Problem. E. Sckn eider. A new 
method is suggested, based on the conception of “ marginal 
receipts.” Two IBooks on Sociology, on the Basis of Marxism. F. 
Sander. L. von Bortkiewicz. 0. Anderson. In commemora- 
tion of the economist and statistician. Changes in the Capital 
Value of Austrian Share Companies listed on the Vienna Stock 
Exchange, 1913-30. 0. Moroen.stern. 

Zeitschrift fiir die. gesamte Staatswissenschaft. 

November, 1931. Budolph Atispifz und Richard Lieben. 0. Wein- 
. BERGER. A contribution to the history of the mathematical 
method in social science. Steuerbiologie und Statisfik. F. 
Melsel. Wirtschaft U 7 id Vergesellschaftung im Nahen Osten. T. 
Suranyi-Unoer. 

Weliwirtschaftliches A rch iv. 

January, 1932. Von den Wandlungen der ]Y dtwirtschaft in der 
Nachkriegzeit. E. Salin. A contrast of the present efisis with 
the earlier crises of Hochkapitalismws. The first, or English, phase 
of world economy came to an end with the War ; the second phase, 
the economy of As-if {Als-ob) broke down with the suspension of 
convertibility by the Bank of England. The author considers 
briefly a world economy of industrial blocks. Quantitative 
Economics. J. Akermann. Economic science has in turn 
attempted to answer the following three questions : What deter- 
mines value ? What determines exchange ? Wliat determines 
variation ? The author describes the premises of quantitative or 
time-economics. It is demonstrated that a dynamic analysis 
must take into account the relation between ]iresent and future 
production or consumption, the relation between economic periods 
of different length and the relation between non-economic and 
economic time-factors. Formulas are given for a momentary 
equilibrium. Fincally, the author gives an outline of the con- 
sequences of such a dynamic analysis for economic cycle theory. 
Shidien iiber die EUistizitdt des Angebots. W. Leontief. The 
” total ” elasticity of supply depends on the average elasticity of 
the ultimate costs and the ” transformation elasticities ” of the 
different successive stages of i)roduction. The latter represents 
the relation between changes in the margined natural costs 
(measured “ in kind ”) of production and the total output in a 
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given stage of production. A statistical analysis of the American 
iron market (1879-1915) shows how the significant changes in the 
supply schedules resulted from widely heterogeneous develop- 
raents in the partial ” elasticities, i.e. cost and “ transformation 
elasticities of the different stages of production. Die Schemata des 
stationdren Kreislavf bei B6hm-Bawerk uvd Marx, F. Burciiardt. 
An analysis of the interplay of me*ans of production, raw materials, 
and labour in the cycle of production of the static state, as an aid 
to the elucidation of the dynamic problem, and especially of 
conjuncture-theory. Sozialpolitik und W elhcirlscliajt, W. Wed- 
DiGExV. Defines the conceptions of national, super-national, and 
tho now dominant international social policy. An investigation 
follows of the outlook of national social policies on productivity, 
distinguishing the combination of factors of ])roduction, and the 
reaction of wage and price levels. International policy should 
aim at principles of organisation, not at an im])ossiblo equalisation 
of national competitive conditions. Die Wirtschaft der V.S. von 
Amerika nnd die Weltwirtschaftslcrisis. H. Lew. An examina- 
tion of the credit inflation of tho United States, and of tho com- 
ponents of tho crisis, especially in relation to gold, rationalisation, 
••’iid speculation in real estate and securities. The United States 
has by its ])olicy contributed to accentuate tho world-crisis. Die 
wdfwirtscliaftliche Stellung des Elsms, H. Laufenburger. Die 
Nachfrage nach dgijpiischer Baumvolle tend Hire Elastizitdt. U. 
Ilicci. The vTiter has in other places suggested a new theory, 
according to which the elasticity of demand should be studuxl in 
curves of expenditure. He hero offers a statistical application, 
using the figures of Bresciani-Turkoni. He develops a now 
series, that of tho outlays which are equal to average-] triced 
jiroducts according to price and quantity, and by interpolation of a 
parabola of tho second degree ho obtains tho outlay curve. From 
the equation of this curve there is given directly an equation of 
tho demand curve. 


De Economist. 

JuLY-ATrGU.ST, 1 93 1 . Loondali ng en algemeen prijsniveau . G. M. Ver- 
RIJX Stltart. Comments on the op})osito views regarding tho 
effects of lowering wages in shortening tho period of disequilibrium 
in times of depression. As one who holds that a reduction in tho 
wage-level would facilitate recovery, tho writer criticises a recent 
memorandum of the JiOaguo of Nations, and argues against tho 
view therein expressed that a reduction of wages would lead to 
“ un affaiblissemcnt g(^n(!;ral do touto la s(5rie des valours.’* Wages 
represent only one price, and it is argued that the remoter effects 
would bo in the direction of a raising rather than a lowering of the 
general price level. The League of Nations Memorandum also 
ignores the point that tho problem of wages is different in different 
industries ; in particular there is the question of sheltered and 
unsheltered industries. In some countries (e.g. Australia) all 
wages are presumably too high; in others (e.g. Holland), while 
there is no question of a universal reduction of all wages, tho knife 
should bo drastically applied in the case of sheltered industries. 
Lastly, the article discusses the question of the practicability of 
wage-reductions, and of the steps wliich Authority might take to 
facilitate greater adaptability. Fondsvorming en socials verze- 
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Jeering. Ant. Van Gun, A commentary on the discussion at a 
Conference last year on the finance of social insurance. De 
economiscfie Structuur eener Socialistisclie VolkahuisJumding. II. 
G. Mobreau. a continuation of the discussion of the price policy 
proper to a socialistic state. The writer discusses at length, with 
reference to the Laws of Constant, Increasing and Diminishing 
Cost, the question whether sale of all commodities at cost price, or 
the sale of some things at a profit and others at a loss, leads to the 
greatest general satisfaction. 

September, 1931. De verJumding tusschen mannen- en vrouwenhon. 
Anna Polak. A detailed discussion, with reference to Dutch 
conditions, of the relatioaship between men’s and women’s wages, 
supported by particulars relating to different industries. In 
periods of unemployment there is a tendency to extend the 
restrictions on women’s employment, especially after marriage, 
on the princij)le of “ fewer w'omen, more men.” Elsewhere it is 
proposed to raise women’s wages to the same level as men’s in 
order to discourage their employment. The other tendency is to 
give women definitely lower wages. A review of the position of 
women in Government employment shows that even where in 
theory wages arc the same, they are not so in practice. Women 
are penalised (in Holland) by a deduction imposed on the un- 
married which falls on women more than on men, and by the 
deductions under the old ago and widows* pension scheme, from 
w’hich women can draw less advantage than men. Particulars are 
given of an iiujuiry to ascertain what proportion of women in the 
post office contribute to the support of others; of those who 
answ'ored the circular (30 per cent.) almost two-tliirds holi)ed to 
maintain others. Particulars of the differences elsewhere are 
given, and it is suggested that the absence of women from the 
bodies wliich enter into collective wage-agreements prejudices the 
Xiosition of women. The argument that equal \vages for men and 
women would be “ unjust ” is considered with special reference to 
an article in the Eolterdiimsche Nieawe Courant. The conclusion 
is that like w ork, of the same kind and of the same value, should 
receive the same rew\ard, irrosi)Cctive of sox, as of religious belief 
or political opinion. De DuitscJie arbeUisgescJiillenregeling. Ir. 
A. W. Quint. A discussion of the German system of conciliation, 
established by the Ordinance of 30th October, 1923. The whole 
system is based on the assumption that the object of the Con- 
ciliation Court is to lead to the conclusion of collective agreements. 
An article by Rudolf Wissell, Minister of Labour, is quoted, to the 
effect that the principle of the ordinance is that “ conciliation is 
an aid to the conclusion of collective agreements. The final 
purpose of conciliation, the avoidance of unnecessary labour 
disputes, is not thereby altered, but the promotion by the State 
of collective agreements is indicated as the appropriate method 
for the achievement of tins object.” The procedure is discussed, 
with special reference to the position of the chairman where he 
agrees wdth neither side. Tlie most characteristic feature of the 
system is that which gives the State power in certain cases to 
declare a finding ” binding ” (verbindlicfi). Tliis is connected in 
principle with the fundamental relationship of the system to the 
conclusion of collective agreements, since a period without an 
agreement camiot be tolerated. The writer discusses in what 
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respects this power to make a decision verbindlich differs from 
compulsory conciliation, as in Australia. It does not in itself 
entail penalties ; it implies a legal fietion that an agreement has 
been made. It is noted that this provision is approv^ by German 
Trade Unions. An interesting possibility of development is 
indicated in a recent case (1930) where a lowering of wages was 
made conditional on a reduction in the price of the product. De 
Economische Structimr eener SocialistiscJie Volkshuishouding, G. 
Morreau. Completes the series of articles on the economics of 
the socialist state, dealing in particular with the choice between 
various methods of round-about production and with foreign trade. 
The conclusion is that in principle “ a satisfactorily functioning 
socialist organisation of production is possible.” 

October, 1931. De ratio^mlisatie en hoar invloed op de productie en de 
verdeeling. W. J. Van de Woestijne. In Europe, rationalisa- 
tion tends to be concerned with the technical side of ])roduction ; 
in America, it is more closely connected with social-economic 
phenomena. In the main a discussion of the size of business in 
Holland, from the point of view of men employed, horse-power and 
capital. The effects are traced in productivity, earning power, 
wages, etc. Tlio conclusion is that so far as producers are con- 
cerned, rationalisation has not yielded the results that might have 
been anticipated. De huidige situatie van den Indischen import- 
handel en de economische beteekenis van de Indisclie nederzetlhig en 
in het proces van winstvormiTig. A. E. C. Van Saaulos. A dis- 
cussion of the position of Holland with regard to the trade of the 
Hutch East Indies. The economic isolation of the tropical colonics 
is passing away. The factors loading to the change are the 
increasing industrialisation of the East, the increasing purchasing 
power of the natives, and the competition of other countries, the 
position of America being specially underlined. The importance 
of the Dutch domicile of a business is falling into the background, 
and a position of greater active independence must be allowed to 
the Indian establishments. Both with regard to the import and 
export trade, the Dutch East Indian colonics are appearing as 
independent pow-ers in the world economy. 

November, 1931. Bankenanfsicht in Deutschland. Konrad Mel- 
LEROWicz. An article (in German) emphasising, in the first place, 
that the w’orld is undergoing a greater change than that repre- 
sented by the Industrial Kevolution. The individualism of 
Adam Smith rested on a condition of affairs that no longer exists 
and cannot bo recalled. (Control is now natural and inevitable. 
The main part of the article is devoted to a summary and criticism 
of the Ordinance relating to the Control of Banks, promulgated by 
the German Chancellor on 1 9th September last, and the functions 
of the Reichskommissar fur das Bankgewerbe.” De huidige 
situatie van den Indischen importhandel, etc. II. A. E. C. Van 
Saarlos. a continuation of the article in the preceding number, 
dealing largely with the marketing of articles, and the division of 
function, profit, etc. between the Dutch firm and the East Indian 
branches. 


Oiomak degli Economisti, 

October, 1931. 11 monopolio deWintermediario, L. Rossi. A 
mathematical and diagrammatic treatment of that form of mono- 
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poly which arises under certain conditions when middlemen are 
cmabled to maintain prices at levels which secure them abnormally 
large profits. Sul raggiungimento ddV ottima costituzione delle im- 
press. A. Breglia. Some notes on the optimum size and structure 
of the industrial unit under conditions of free competition and 
monopoly respectively. La natura e il foruhimento delle “ imposts 
sugli scambi." Professor E. d’Albergo contends that a sales or 
turnover tax should be regarded not as a tax on consumption but 
as a tax levied on producers and based on the total volume, 
expressed in value, resulting from the transfer of goods and 
services — a tax which may fall in whole or in part on consumers, 
but which cannot be justified by reasons applicable to a tax on 
consumption. TIic justification of the sales tax is to be found in 
the “ benefit ” theory of taxation; it clearly cannot be found in 
the theory of capacity to pay.” The volume of transactions 
affords a good measure of the effective consumption of State 
services, and a sales tfix is therefore a useful addition to a tax on 
incomes, the size of which cannot be regarded as being proportional 
to the benefits derived from the protective, developmental and 
other services of the State. 

Xovkmbkr, 1931. Le teorie del valors e Veconoinm ])olitica. 
A. Graziadei. SulV inter esse comparato alia restrizione dello 
smercio. A. Crosaua. Considerazioni ai margini della capacitd 
coniribuiiva."' M. Pugliese. A consideration of recent ten- 
dencies of modern tax systems; for example, the taxation of 
corporations, bachelors (where the chief motive arises from 
demographic reasons), and the sales tax, shows that the principle of 
capacitj'' to ])ay is not applicable in certain cases. The sales tax, 
e.g.y must bo regarded within certain limits as a necessary part of 
the expenses of production, irrespective of the net it\eome of the 
concern, following the principle that every branch of economic 
activity must contribute to the cost of the public services. La 
via d'uscita. G. M. A brief resum6 of the resolutions of the last 
meeting of the International Chambers of Commerce in regard to 
reparations, war debts, and to the monetary and financial problems 
of the world. 

La Ri forma Saddle. 

Xovember-Dkcembee, 1031. Tipi aurei e deflazioni. V. Poimi. A 
defence of the view that the main reasons for the breakdown of the 
gold standard in 1931 were the hoarding and sterilisation of gold 
by France and the United States, with the resultant dellation and 
fall in gold prices, and the unwillingness of these creditor countries 
either to lend capital abroad or to accept payment in goods. 
Nuove riflessioni in disordine suUa crisi. Professor Einaudt, 
surveying the course of the world economic crisis in 1931, makes a 
penetrating analysis of the cau.ses of England’s defection from the 
gold standard. Amongst other factors it is impossible to absolve 
English leadership, whether in industry, banking, political life, or 
the labour movement, from a certain rigidity of temperament and 
lack of adaptability to new conditions. One of the deeper causes 
of the crisis throughout the world may be the effect on demand of 
the decay, under the influence of w'ar-tirae and post-war inflation, 
of the old middle classes, and the rise from below of new classes 
with increased wealth and with extravagant and unstable 



172 


THE ECONOMIC JOURNAL 


[march 


standards of expenditure. “Little by little their demand lias 
been satisfied, and satisfaction has brought with it moral and 
spiritual dissatisfaction and unrest. The rising class realises that 
it has only enlarged its own vices without having acquired the 
characteristic qualities of the upper classes. Hence, changed in 
numbers and composition, after having recognised the emptiness 
of the things for which it had yearned so long, it is returning to its 
own standards and resuming its slow march towards a laborious 
progress which is the fruit of its own struggles and achievements. 
Now is the moment of the crisis when the ‘ now * demand for 
goods yielding a crude and showy satisfaction is contracting, 
while the ‘ old * demand is not yet renewed and adapted to the 
changed technical and social conditions.’* Vordinammio ileU 
Vimposta di femiglia nel lesto unico per la finaiiza locale. P. A. 
RiiPACi. 11 sistema “ a catena ” nella “ Socktd per le boiiifiche 
Ferraresi.” E. Giretti. Florilegio fiscah. L. EiNAnDi. Note 
su alcune recevti operazioni finanziarie. R. Lkvis. 


NEW BOOK8 
Britislu 

Beaglehole (E.). Property : a study in social psychology. 
Allen and Unwin. 8^. Pp. 327. 10*\ Or?. 

Bonn (^I. J.). Prosperity : myth and reality in American 
economic life. Martin Hopkinson. H}/. Pp. 188. 7^. Cc?. 

Bonn (Moritz J.). The World Crisis, and the teaching of the 
Manchester School. Cobden -Sanderson. 81'". Pp. 30. Is. 

Cole (G. D. H.). British Trade and Industry. ^Macmillan. 
Pp. 406. m\ 

Douglas (C. H.). The Monopoly of Credit. Cdiapinan and Hall. 
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BRITISH FOREIGN INVESTMENTS IN 1930 

In the September issue of the Economic .Jocrnal of last 
year I published the results of a survey of British Foreign Invest- 
ments in 1929. The methods then used were devised to ensure 
their ready application to all the classes of securities examined, 
and the hope was expressed that these methods would be 
applied with but little change to further investigations of the 
same nature. 

The present investigation has been conducted on the same 
lines and the results published in this article admit of com- 
parison with those obtained for 1929. It has therefore been 
possible to indicate some of the changes that have taken place 
in the nature of our overseas investments and the income derived 
from it. These changes assume a ])articular importance in the 
present survey, not only because of their relation to changes 
in the Balance of Payments, but also because the close of 1929 
saw the beginning of a severe slump in the Stock and other 
jnarkets, accojupanieil by the liquidation of international and 
other securities on a largo scale. 

However, not all the changes that are apparent from the 
figures contained in tlu' ])resent article can be ascribed to these 
factors. Owing to the increasing amount of material that is 
being so kindly placed at my disposal in connection with these 
investigations, and also to some dilYerences that unavoidably 
occur in the types of samples used from year to year, some of 
these changes really represent a growtli in our knowledge of our 
overseas investments, and some are the results of slight dilTer- 
ences in classification. Nevertheless, these considerations <lo not 
seriously impair the conclusions that arc to be drawn from the 
results obtained. 

No. 16G. — VOL. XLII. 
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Objects and Field op Inquiry 

As in the previous inquiry, the securities examined here in 
detail include : 

1. The bonds and stocks of Foreign and Colonial Govern- 

ments and Municipalities, interest payments on which 
are made in London. 

2. Securities of all British companies, classified in the Stock 

Exchange OHicial Intelligence, operating abroad and 
registered in the United Kingdom. 

3. Securities of companies classified in the Stock Exchange 

Official Intelligence, both registered and operating 
abroad. 

In the previous inquiry, of the securities in Group 3, only 
those in whicli dealings are permitted were subject to detailed 
examination. The 2 )resent survey has been extended to include 
the whole of the loan and share capital of American railways, in 
addition to other foreign securities known to be held in some 
degree by British residents. JMoreover, some care has been 
exercised in obtaining an approximate estimate of the British 
holdings of securities issued and dealt in entirely abroad, and 
of individual i)rivate investments, although these forms of 
invcKstment are not susceptible to detailed investigation. 

The main results obtained as regards the securities examined 
arc estimates for 1930 of : 

(а) the total nominal amount of British capital invested 

overseas outstanding at December 31st, 1930; 

(б) the income derived therefrom during that year ; 

(c) the volume of repayment and 

(ri) the “ new money ’’ saved for overseas investment, this 
being regarded as the British subscription to new 
issues less the sum repaid tl) rough sinking funds and 
maturities during that year. 

In addition to an outline of the changes that these figures 
indicate, a tentative estimate is also made of the income derived 
from these investments during 1931, and its relation to the 
Balance of Payments is discussed. 

The results contained hero have been arrived at by the use 
of information sjipi)lied to mo by some seventy banks and over 
a thousand comiianies, and I should like again to express my 
appreciation of the helpful sinrit they have shown, and of their 
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ready assistance, without which these inquiries could not be 
continued. 

Group 1. 

Foreign and Colonial Government and Municipality Stocks and 
Bonds, 

The method applied to this group of securities was discussed 
in some detail in the Economic Journal of June 1930. Par- 
ticulars are obtained* from banks and issuing houses in respect 
of all foreign and colonial loans, interest on which is paid in 
London, regarding (a) the total interest paid; (d) the propor- 
tion of this interest paid free of British income tax, and (c) the 
sinking fund payment made in the United Kingdom. For 
further information as to the manner in which these particulars 
were used in arriving at the figures below, reference should be 
made to the above-mentioned article. The results obtained for 
1930 are summarised in the following tables and compared with 
the corresponding results for 1928 and 1929. 


Table I 

Showing the projjortion i/? 1930 of the total Interest paid in London, 
tax deducted, on certain classes of Investments, and a com- 
parison with the position for 1928 and 1929. 


Type of Security. 

Dominion and Proviiuinl CJovcTiimciit 
Secmitica ...... 

Dominion and Colonial Municipality Stocks 
Foreign Govornment Bonds and Sto<'k.s 
Foreign Municipalitj' Stocks 


1028. 

1920. 

1 1930. 

00-2% 

1 00 2% 

1 00-4«i 

OM 

01-4 

010 

51'8 1 

53-6 

iio-O 

7(5'3 

76-6 

74-6 


As explained in previous articles, the high percentage of 
interest paid tax free on Foreign Government Bonds is in large 
measure due to payments made in London in respect of the 
foreign tranches of international issues, as well as of sterling 
issues placed abroad. In the case of most of these securities 
coupons are cashable not only in London, but also abroad at the 
option of the holder, and hence the total interest paid in London 
on Foreign Government Bonds, as w^ell as the proportions paid 
tax free and tax deducted, are liable to fluctuations from year 
to year that are not necessarily to be explained by the 
transfer of securities from British to foreign ownership or vice 
versa. 

N 2 
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Table II 

Showing the nomiml amount of British Capital outstanding in- 
vested in 1930 in certain classes of Securities, the Income 
derived therefrom, and comparison tvith similar results for 
1928 and 1929. 


(£000*s.) 

A. Capital. 1 


Type of Security. 

1928. 

• 1929. 

1930. 

Colonial Governments 

Colonial Municipalities 

Foreign Governments 

Foreign Municipalities 

944,497 
91,453 
324,008 1 
40,491 

970,551 

90,887 

312,792 

38,195 

985,532 

94,965 

320,112 

36,730 

Total 

1,400,449 

1,412,425 

1,437,339 

B. 

fNCOMi;. 




1928. 

1929. 

1930. 

Colonial Govern moiits 

Colonial Municipalities 

Foreign Governments 

Foreign Mimicipalitics 

39,770 

4,050 

16,048 

2,028 

41,994 

4,422 

16.205 

2,040 

42,490 

4,388 

15,793 

1,995 

Total 

61.896 

64,661 

64,666 

C. Repayment.* 




1928. 

1929. 1 

1930. 

Colonial Govcrnnionls 

Colonial Municipalities 

Foreign Governments 

Foreign Municipalities 

4,410 i 
860 
8,277 
2,029 1 

17,782 1 

2,502 
9,404 

737 

8,288 

1,531 

9,032 

830 

Total 

15,576 

1 

30,425 j 

19,681 


^ Tlie figures for Capital includo British .sub.scriptiou to issues floatofi in the 
year under consideration, but on which a full year's interest would not be <luo 
until the succeeding year. 

* Repayment avS used in tlic above tabic excludes stock convcrtetl. 


The British subscription to new issues of this class lloated in 
1930, less repayment through the operation of sinking funds and 
maturities amounted to £o8 million. Nevertheless, Table A shows 
that British capital increased from £1,412 million at December 
1929 to £1 ,437 million at December 1930, a net addition of only £25 
million. To some extent this is explained by the comparative 
weakness of sterling during 1930, resulting in an encashment 
abroad (>f a greater number of coupons during that year. But 
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in the main the repurchase by foreign nationals of the bonds and 
stocks of their Governments is responsible for this difference. 

During the three-year period covered by the above table, 
British investments have substantially increased only in the 
securities of Colonial Governments, the actual increase being 
some £41 million between December 1928 and December 1930. 
This is in line with the noticeable tendency of British investors 
to show a stronger desire to invest their funds in the Colonies 
than in the bonds of Foreign Governments. Indeed, whereas the 
latter on the whole are not being renewed as they mature, 
repayments of Colonial loans are in the main effected by con- 
version or by tlie issue of further loans, whicli find a ready 
market in the United Kingdom. 

It will be observed that in spite of an increase of £25 million 
in 1930 of British ca])ital invested in the group of securities con- 
sidered above, the interest paid in London during 1930 remained 
at practically the same figure as that for 1929. The explana- 
tion is that the issues responsible for this increase in capital 
in 1930 were almost in every ease made late in the year, and 
consequently bore little interest during that year. In addition, 
repayments in 1920 were exceptionally heavy, viz. £30 million 
as compared with £16 million in 1928 and £20 million in 1930. 
These repayments are obviously responsible for a greater decline 
of interest in the succeeding year than in the year in which they 
are made. For these reasons no appreciable increase in income 
was recorded in 1930. 

The securities examined above, covering well over one-third 
of all British overseas investments, constitute the most stable 
form of these investments. Apart from the evidence of a 
gradual repurchase by -foreign nationals of the bonds of their 
Governments, economic depression and weakness in the Stock 
Markets had but little effect on the amount of British capital 
invested in this form or on the income derived from it during 
1930. It is true that during 1931 some defaults did occur in 
payments due in respect of the service of these loans, but, as 
figures given later on will show, the reduction in income during 
1931 from this cause was inconsiderable, and not to be com- 
pared with the heavy reductions that occuri’ed in other forms 
of investment. 

British Commercial Capital Abroad, 

The method used in the analysis of this important body of 
British overseas investments was explained in some detail in 
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the Economic Journal of September last. The field covered 
comprises the securities of roughly 3,000 companies operating 
abroad, and the results obtained are based on sample information 
of considerable magnitude. As stated at the outset, however, 
these samples are not identical in all respects with those used 
in the previous inquiry, and in addition, as regards dollar and 
other foreign securities, considerably more information has been 
available for 1930. Consequently, the changes disclosed by 
comparison between the two years are approximate, and do not 
strictly reflect actual movements.^ 

Group 2. 

British Companies Operating Abroad. 

For the purpose of this inquiry a company is taken to be 
operating abroad if its main plant and equipment are situated 
abroi^d. A number of companies, however, particularly in the 
group classed as “ Commercial and Industrial,’* do extensive 
business both at home and abroad and larger companies that 
come under this category have been covered by tlie present 
investigations. In the case of shipping, however, account has 
been taken only of companies whose trading is almost entirely 
between ports in foreign waters. It is, of course, true that of 
the earnings of the vast body of British capital sunk in the 
shipping trade between the U.K. and the rest of the world, a 
considerable proportion is derived from abroad. Since, however, 
no part of the capital em])loyed by these companies is actually 
spent abroad, the services they render can bo more conveniently 
regarded as an export. (Consequently it is preferable not to 
regard this capital as a foreign investment. 

From the figures on pj). 183-4 no substantial change is apparent 
in the total nominal amount of British capital invested in the 
securities of the companies covered by the Tables on j)p. 183-4 at 
the close of 1930, although the total docs show a small increase 
of about £18 million. There are, however, substantial clianges, 
particularly in the holdings of share capital, in some of the groups 
set out in these tables. 

In the (Commercial and Industrial Group, British cajutal 
increased by over £0 million to £62 million in 1930, duo largely 
to new issues made in 1930, mainly in connection with the 
flotation of new companies. In the Financial, Land and Invest- 

' For a full (liHOUssitm of tho fiokl novorofl, of tho method used and ita 
limitations, tlie abovo^rnentioned articlo may be consulted. 
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ment Group the decline from £94 million to £86 million is largely 
the result of the transference of a number of investment trusts to 
other groups in the more recent classification adopted in the 
Stock Exchange Official Intelligence. In the Mining Group the 
decline in holdings by £8 to £66 million in 1930 arose from 
the liquidation of a large number of unprofitable enterprises in 
that group. In the Oil Group an increase in the capitalisation 
of some of the companies combined with a decline in the pi^rcentage 
hold by foreigners was responsible for an increase of £12 million 
in British holdings. 

The most significant feature of the tal)lc dealing with 
Share (Capital is, of course, the general reduction in earnings 
reflected in the reduced dividends paid in almost every section. 
The average rate of dividend paid on the whole of the Share 


Tablk 111. 

A. 

Showing the nominal amount of Briii>sh Capital invested i)i 1929 
and 1930 in Companies operating abroad and registered in the 
U.K,, the Income derived from it, and the volume of Repay- 
ments. 


(tOOC's.) 


Ty[)L* of Company. 


Dominu)!! and C’nloniul Rails 
Indian Rails .... 
American Kails 
Foreign Rails 

Ranks and Di.seonnt (’ornpanies 
Browerios .... 
Canals and Docks . 

Coinmereial and Iiulustrial 
Klo<*t.rie Ligliting and Power 
Financial, hanil and Invest inen( 
Oa.s . . . . . 

Iron, Coal and Steed 

Minoa . . . . . 

Nitrates . . . . 

Oil 

Kiih])cr . . . . . 

Shipping . . . . 

'Poa and ColYoo 
'JV'legraphs and Telephones 
Tramways and Omnihus . 
VVatorworka . . . . 


Total 


10 

20. 

10 

30. 

1 

Sliare 

Divi<lend.'!. 

Share \ 

Divitlcmls. 

Ca]nlal. 1 

( apilal. 1 


l.tMo 

20 

1.381 1 

27 

2 :hoss 

1,080 

20.001 1 

2.(t")2 

800 

37 

800 1 

37 


11,47)0 

220,202 , 

10,27)7 

ao,3t>s 

3.248 

20,7)01 I 

3,431 

4,002 

307) 

4,77)7) ! 

320 

770 


1,377 ! 


, SOS 

4,027) 

02,210 

3,600 

8.SS0 

888 

7.007) ; 

7)60 

04,302 

7,33.3 

S7),t)04 

4,230 

8,7)07) 

1 710* 

8,8 12 

1,017 

0,H)8 

2 t;o 

8,018 ! 

474 

74,37)4 

6,07)0 

00,023 

4,731 

0,440 

26)0 

7), 000 

262 

00,020 

14. <100 

112,010 

16,007 

82,223 

6,7)40 

84,247) 1 

4,467) 

1 1,880 

782 

17), 17)4 

720 

37,004 

4,002 

30,7)42 1 

i 2,007 

23,020 

2,720 

23,040 1 

i 2,041 

14,382 

488 

14.048 

j 382 

3,447 

203 

4,006 

330 

801,607) 

1 07,074 

81 7), 122 

1 7)8,066 
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Table III — continued 

B. 




1929. 



19.30. 


Typo of Company. 

■■ 

— 

- 

-- 

■ 

— 


Loan 

Tiilorpst. 

Repay- 

Loan 

Interest. 

Repay- 


Capital. 

ment . 

Capital. 

inent . 

Dom. and Col. Rails 

22,030 

1,157 

822 

20,927 

1,410 

52 

Indian Rails 

48,100 

1,828 

959 

12.867 

1,612 

.5,050 

Indian Rail Annuities . 

26.187 

1.290 

1,114 

25,816 

1,284 

1,120 

American Rails ^ 

800 

32 


800 

32 

.. . 

Foreign Rails 

ICO.-'llS 

7,841 

593 

170,589 

7,152 

447 

Breweries . 

911 

32 


835 

40 

— 

Canals and Docks 

1,000 

00 

407 

2,237 

103 

7 

Commercial and Indus- 







trial 

21,037 

1,103 

489 

20,038 

1,049 

027 

Electric Light and 







Power 

7,ri42 

480 

21 

6,112 

393 

.55 

Financial, Land and 







Investment 

29,303 

1,201 

1,500 

25,102 

1,050 

380 

Gas .... 

2,339 

95 

89 

2,150 1 

89 

230 

Iron, Coal ami Stool 

1,.“>80 

107 

38 

2,284 

105 

40 

Mines 

3,393 

225 

230 

5,731 

257 

53 

Nitrates 

2.497 

179 j 

210 

2,440 

122 

308 

Oil ... . 

13,224 

047 1 

798 

14,347 

707 

505 

Rubber 

0,712 

37tt 

59 

5,849 

308 

73 

Shipping 

4,003 

240 

294 

0,850 

372 

1 88 

Tea and Cotb'c . 

2,008 

101 

22 

2.501 

135 : 

24 

IVlegraphs and 'rolo- 







phonos 

4,540 

270 . 

158 

4,500 i 

2t)5 

38 

Tramways and Omnibus 

19,070 

850 . 

.5.5 1 

18,800 I 

830 

225 

Waterworks 

1,440 

75 ’ 

2 

2,021 1 

107 

145 

Total . 

38.5,206 

18,309 i 

8,488 

389,042 i 

1 

17,50t» 1 

9,555 


Sharp Capital 
Loan (.'apital . 


H0l,«0r» 


limo. 

sir>,i22 

:mM2 


Total 


I,1S0,S1I 


1,204.7114 


^ The bulk of British capital invested in Arnerican Kails a])j>('arM in Tables IV 
anfl V. Tho figures appearing above represent the eapital of Atlantic; Leased 
Lines, Ltd., a company registered in London owning the shares of a United States 
railway. 

('ai)ital declined from 8*4 ])er cent, in 192‘J to 7*1 |mt cent, 
in 1930. Hiis decline rellects only ti part of the decrease in 
earnings during that year, for the reason that dividends dis- 
tributed in 1930 were, of course, largely based upon the earnings 
of 1929, a comparatively good year. "I'he full effect on dividends 
w'as experienced during 1931, and an estimate is made later 
on of the income accruing from these investments during that 
year. 

In important sections of the a})ovc tabic, rates of dividends 
declined between 1929 and 1930 from 5*4 per cent, to 4*7 per 
cent, in Foreign Rails, 7-2 per cent, to 5-9 per cent, in the Com- 
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mercial and Industrial Group, 7*8 per cent, to 4*9 per cent, in 
Financial, Land and Investment, 9*3 per cent, to 7*7 per cent, 
in Mining, and from 8*0 per cent, to 5-3 per cent, in Rubber. A 
striking contrast, however, was made by the results for Oil 
shares, dividend rates increasing from 14-7 per cent, to 15*2 per 
cent. Elsewhere the decline was general, except for Indian 
Rails and Banks and Discount (Companies. 

Table III, B, dealing with Loan Capital, shows that British 
holdings remained substantially unchanged at the close of 1930. 
Among Indian Rails, British Loan Capital declined by over 
£5 million as a result of the sale of H.E.H. the Nizam’s 
Guaranteed State Railways and the repayment of the company’s 
stockholdcus. New loans raised in 1930 increased British holdings 
of Mining debentures by £3 million, and among Foreign Rails 
new issues raised holdings of debenture stock by £10 million. 
The actual increase for Foreign Rails shown in the table is 
only £4 million, some £0 million of income stock having been 
reclassilied as Sliare Capital in the ligures for 1930. 

The average rate of interest paid on British cayiital invested 
in these debentures declined from 4*8 per cent, in 1929 to 4*5 
per cent, in 1930, a decline (*aiised mainly by the default in the 
payment of certain Foreign Railway debenture stock. The 
result was a decline in total intei’est ])aid in 1930 of about 
£800,000. 

Repayment of capital amounted in 1930 to £91 million, as 
compared with £8i in the piH'vious year. The heavy repayment 
ap])earing under Indian Rails was partly due to the repa}'ment 
of a large amount of JShare Capital. 

(tooo's.) 




11)30. 

Divideiiil.s on SImro C’apital 

()7.<{74 

.IS, !)()(» 

liitoro.st on Loan Capital 

. is,:ioo 

17,500 


So.9s:i 

70,400 

liopayinont of ('apital 


‘),5.-)5 


These figures show that the total income derived from British 
investments in the securitie.s examined in Group 2 was reduced 
from £85,983,000 in 1929 to £7(),4t)fi,000 in 1930, a reduction of 
over £9 million, whilst the rate of income declined from 7*25 per 
cent, to 6*35 per cent. 

The securities examined in Grou]) 2 constitute tlie main body 
of commercial capital directl}' under British control. In view 
of their greater knowledge of these companies, and the greater 



186 THE ECONOMIC JOUENAL [JUNE 

confidence reposed in enterprises controlled by British manage- 
ment, it is only natural that in a period of general liquidation, 
British investors would be less likely to dispose of holdings 
in these securities than in the more speculative shares of 
foreign companies. This observation derives support from the 
circumstance that owing to the heavy rate of income tax pay- 
able by British companies, the foreigner has little inducement 
to acquire large holdings of shares of these companies. Thus, in 
spite of economic depression accompanied by large reductions in 
dividends, no decline is apparent in the nominal Ikitish holdings 
of capital in tin’s group of securities. 

Group 3. 

Companies Registered AbrocuL 

The securities examined under this heading are extremely 
miscellaneous in character, and the type of company to which 
they belong varies from the company which is virtually British 
owned and controlled, to the company in which British interests 
are insignificant. Owing to tlie prominence of bearer securities 
in this group, it lias not lieen possible to obtain very precise 
results for a few sections, notably foreign Rails, but the larger 
amount of material available this year has im[)roved our know- 
ledge of British investments in these st^ctions, find thus the results 
for 1930 have attained a still greater degn^o of accuracy. 

The field of investment covered comprises all securities of 
companies registered abroad in which dealings are allowed in 
the United Kingdom. An exception to this rule was made for 
1930 in the case of American Railway securities, respecting 
which, owing to the data now availabl(% it has Ix^on jiossible 
to obtain results for the whole of the loan and share cajiital of 
the American Railways. For information regarding the technique 
adopted in dealing with the variety of securities examined below, 
the article of September 1931 may be referred to. 

Between the end of 1929 and the end of 1930, British nominal 
capital in this class of investment apparently fleclined by £45 
million, accompanied by a reduction of income of over £10 
million. Part of the difference between the two results, how- 
ever, is explained by the smaller estimate of British holdings in 
the groups left blank for 1 930, justified by the additional material 
available for that year, l)ut the larger i)art of these declines docs 
correspond to the actual conditions of 1930. 

In individual sections of the table the most important decline 
took i^lace in Mining shares. This doedino, which was roughly 
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Table IV 

Showing the nominal amount of British Share Capital of Com- 
panies registered abroad at December 1930, the Income derived 
therefrom and a comparison with the position for the previous 
year, 

(£000'h.) 


Type of Company. 

1929. 

1930. 

Share 

Capital. 

Dividends. 

Share 

Capital. 

Dividends 

Dominion and Colonial Rail.«! . 

55,287 

5, .301 

57,024 

4,926 

American Ilaila 

9,671 

796 

14,599 

1,092 

Foreign Rails ^ 

7 

V 

? 

V 

Ranks & Discount Companies . 

20,982 

2,532 

25,999 

2,il5 

Breweries ^ . 

V 

V 

1,206 

— 

Canals and Docks . 

1,742 

1,175 

1,616 

1,471 

Commercial an<l Industrial 

70,648 

7,348 

73,788 

7,003 

Electric Tdghting and Power 

11,820 

000 

11,042 

750 

Financial, Land and Invest m<‘nt 

24,416 

1,067 

24,005 

952 

Gas 1 

V 

V 

V 

V 

Iron, Coal and Steel 

3 LOO,’) 

1,669 

28,237 

1,42.5 

Mines ..... 

82,937 

13,.523 

70,558 

7,339 

Oil 

23,321 

634 

24,520 

999 

Shipping .... 

4,183 

228 

4.1 S3 

231 

Telegrn])hs ami TeU'pliones * 

V 

1 ? 

4,761 

342 

'Pramways and Omnilius . 

10*108 

*657 

9,500 

501 

WaterwfU’ks ‘ ... 

V 

’• V 

V 

1 V 

3'otal 

3.">6,(t20 

j 35.730 

351.098 

' 29,116 

i 


^ III tho groups f*)r which pnu’iso results are not obtainable, estimates were 
based on tho average perc<*ntngo of tho securities owned in the T.K. For five 
of such groups tlie 1020 estimates were £70,082,000 (‘apitnl and £0,207. 0t)() 
dividends, increasing tho totals obtained for 1020 to £4:10,002,000 capital and 
£41,997,000 diviiiends. The corresponding estimates for tho three groups in 
1030 aro £39,91)."), 000 capital and £2,.’)47,OO0 dividends, imreasing tho totals 
obtained for that year tt) £301,003,000 capital and £31,00.3,000 dividends. 


£12 million, represents in main sales to foreigners, afEording 
striking evidence of the growing ])opularity in recent years of 
these shares abroad, jiarticnlarly in France. Other important 
changes were declines in British Jioldings by £4 million in Banks 
and Discount Companies and £3 million in Iron, Coal and Steel, 
while British holdings increased by £4 million in the miscel' 
laneoiis group of securities in the Commercial and Industrial 
section. It will also bo noted that in the neiv estimates covering 
tho w'holo of the share capital of American Railways, British 
holdings at December 1930 amounted to over £14j million, 
although substantial sales wore known to have taken place. 

The most important feature of the above table, as in the 
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previous table dealing with British companies, is the conspicuous 
decline in dividends distributed in 1930. The average rate of 
dividend declined from 9*6 per cent, to 8‘1 per cent., as com- 
pared with a decline in the case of British companies operating 
abroad from 8-4 per cent, to 7*1 per cent., a decrease of roughly 
the same dimensions. In important sections of this table, divi- 
dends decreased from 1G*3 jjer cent, to 10*5 per cent, in Mines, 
9‘9 per cent, to 8-6 per cent, in Colonial Rails, 8-5 per cent, to 
8*1 per cent, in Banks and Discount Companies and from 10*4 
per cent, to 9-6 per cent, in Commercial and Industrial. Else- 
where income was fairly w'ell maintained, the decline being loss 
general than in the case of Group 2, whilst there wore actual 
increases in dividend rates among Oils, Electric Light and Power 
Companies, and Canals and Docks. 

Table V 

Showing (he nominal amount of British Capital outstanding at 
December 1930, invested in the debentures of Companies regis- 
tered and operating abroad^ the Income derived therefrom^ the 
volume of Repayments awl a comparison with the position in 
the jyreceding year, 

(£000’s.) 


Typo of Company. 

Loan 

Capital. 

1929. 

Interest. 

Repay - 
ment . 

Loan 

Capital. 

1930. 

Interest. 

Repay- 
ment . 

Colonial Kails 

101,127 

6,491 

626 

i«o,r.i6 

6,531 

3.344 

American Kails 

lS,r>19 

61.5 

430 

12,037 

51 1 

150 

Foreign Rails 

Banks and discount 

75,709 

4,078 

888 

69,389 

3,508 

935 

Companies 

12,999 

807 

216 

18,631 

1,175 

313 

Breweries . 

40 

2 

— 

2H 

1 

— 

Canals and Docks 
Cominorcial and Indus- 

2,430 

52 

— 

2, 47:1 

21 

1 

trial 

21,464 

1,646 

1,315 

24,807 

1,875 

789 

Electric Light anfl Power 
Finance, Land and In- 

31,002 

1,724 

1,144 

31,483 

1,7.54 

915 

vestment 

29,965 

1,603 

1,176 

27,962 

1,.5.36 

760 

Gas .... 

392 

23 

66 

— 


— 

Iron, Coal and iSteel 

8,893 

635 

906 

8,748 

536 

182 

Minos. 

4,085 

246 

1,048 

3..561 

202 

223 

Nitrates 

3,195 

223 

137 

3,125 

219 

144 

Oil ... . 




202 

— 

— 

207 

Shipping . 

Telegraphs and Tele- 

2,445 

155 

51 

1,0,37 

145 

1 

1,305 

phones . 

17,768 

840 

387 

14,039 

650 

304 

Tramways and Omnibus 

10,794 

533 

1,001 

11,831 

598 

125 

Watorw'orks 

1,953 

51 

— 

1,804 

88 

— 

Total 

1 402,786 

19,724 

9, .593 

391,471 

19,3.50 

9,697 
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Little net change is observable as between the two years 
examined in the bonds and debenture stocks of companies regis- 
tered abroad, either in British holdings, interest received or the 
volume of repayments. In individual sections of the table, the 
sale of at least £6| million American Railway Bonds is traceable, 
whilst new loans raised in 1930 increased British holdings among 
the debentures of Banks and Discount Companies by some £6 
million. The decline in Foreign Railway Bonds was due to the 
exchange of certain Railway securities into shares of a financial 
company. 

Interest on these securities remained practically unchanged 
at £192' million in 1930, default being negligible during that 
year. This is rather surprising in view of the measure of default 
previously noted in interest i)ayment among certain British 
companies in 1930. Rejiayments, which were also unchanged 
at £9i million, include repayment of Preference capital in the 
Oil Group. 


Share Capital 

Loan Capital 

10211. 

£ 

4:j6,002,0U() 

402,780,01)0 

1930. 

£ 

391.063.000 

391.471.000 


£838,788,000 

£782,534.000 

Incomo from Share Capital . 
Income from Loan Capital . 

1029. 

41.997.000 

19.724.000 

1930. 

31.693.000 

19.350.000 


£01,721,000 

£51.043,000 


'rhe above ligures disclose declines of £50 million in British 
capital and £10 J million in income between the estimates for 
1929 and 1930 as regards securities of companies registered and 
operating abroad. As has already been pointed out, this must 
not be taken as a strictly accurate interpretation of the actual 
changes that look place between 1929 and 1930, since in part the 
smaller figures for 1930 are due to supplementary information 
rendered available for 1930. But even allowing for this factor, 
it is evident that in 1930 the continuous growth of British in- 
vestment in this class of security received a severe check. 

The following tables summariso the results obtained for the 
three groups of securities analy sed in detail. 

The 1930 aggregate of British capital invested in the securities 
examined is £13 million less than tho figure obtained for 1929. 
This suggests that the decline in our investments overseas through 
sale of securities and other sources in 1930 was not entirely offset 
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Table VI 

Showing (he nominal amount of British Capital invested Overseas 
in the classes of Securities examined, the Income derived there- 
from, and the volume of Repayments in 1929 and 1930. 

(£000’ti.) 

A. 1929. 



Capital. 

Income. 

Repayment. 

1. Foreign and Colonial Govern- 
ments and Municipalities . 

1,412,425 

64,661 

30,425 

2. Companies registered in the U.K. 
and operating abroad 

1,186,811 

85,083 

8,488 

3. Companies registered and operat- 
ing abroad .... 

838,788 

61,721 

0,503 

Total . . 

3,438,024 

212,365 

1 ■ 

48, .506 


B. 1930. 



Capital. 

Income. | 

1 

Repayment. 

1. Foreign and Colonial Govern- 
ments and Municipalities . 

1,437,330 

64,666 

10,681 

2. Companies registered in the U.K. 
and operating abroad 

1,204,764 

76,466 

O.r).’)^ 

3. Companies registered and operat- 
ing abroad .... 

782,534 

51,043 

0,607 

Total . 

3,434,037 

102,175 

38,033 


by increased investments in that year through new overseas 
issues or purchase of existing securities. Further comment on 
this is made later. 

Income derived from these investments showed a decline of 
£20 million in 1930, a small part of which is explained by the 
increased accuracy of the results for this year. The average rate 
of income on the whole of the nominal capital declined from 
6'17 per cent, in 1929 to 5*61 per cent, in 1930, a decrease the 
smallness of which is due to the fact that almost two-thirds of 
these investments take the form of fixed interest securities, 
among which there was little default in 1930. 

Repayments, which were not quite so heavy in 1930, amounted 
to £39 million as compared with £48 J million in 1929. This 
decrease was due to the absence in 1930 of the heavy maturities 
that occurred in Colonial Government loans in 1929. 

The above results cover the main field of British investment 
overseas. Attention has, however, also been given to invest- 
ment undertaken by individuals privately, and in the foreign 










1932] 


BKITISH FOREIGN INVESTMENTS IN 1930 


191 


securities not dealt in in the United Kingdom. Of the British 
holdings in securities not quoted or dealt in on the London Stock 
Exchange, the largest contribution is made by Investment Trusts 
and Insurance Companies. Inquiries relating to the investments 
of those bodies indicate that at the end of 1930 the amount 
invested by them in the dollar securities not covered in the above 
tables did not exceed £130 million. In the previous survey a 
figure of £300 million was taken to embrace British holdings in 
foreign securities not dealt in here and other forms of British 
Investment Overseas not examined in detail. It is true that 
since the close of 1929 some of these holdings were disposed of, 
but, on the other hand, substantial purchases were also known 
to have been made in 1930. In view of this and of other con- 
siderations, the figure of £300 million is retained for 1930. 

The effect of this is to increase the nominal amount of British 
capital arrived at for 1930 to £3,724,000,000, yielding an incovne 
of £209,005,000, covering the whole field of British Investments 
abroad. The corresponding figures for 1929 were £3,738 million 
capital, yielding £231 million income. 

Income from Foreign Invedments and the Balance of Payments. * 

The surveys which I have made during the past few years 
deal entirely with investments ovei*seas, and no attention has 
been given to the problem of countervailing investment by 
foreigners in Great Britain. (Jonscquently, the results arrived 
at here are not net figures, either as regards the long-term creditor 
position of Great Britain or as regards the income arising from 
her long-term investments. In api)lying tlieso figures in an 
estimate of the Balance of Paymients, considerable caution must 
be exercised. For, apart from the deduction in respect of foreign 
investment in the United Kingdom, there are also other modifica- 
tions to be made. 

In respect of British companies abroad, the calculated income 
has been derived from 'dividend paynnents, a basis which does 
not necessarily correspond with the net earnings of these com- 
panies abroad, since {a) dividends distributed tend to reflect the 
earnings of the previous year, and (/>) they may be considerably 
less than earnings in a good y^ear, or be paid largely out of accumu- 
lated reserves in a bad y^ear. Furthermore, an addition must bo 
made in respect of companies maintaining expensive head offices 
here and paying salaries to directors resident in Great Britain. 
Finally, for the pm’pose of the Balance of Payments as estimated 
by the Board of Trade, the shipping income included under 
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foreign investments must be deducted, since this is presumably 
already included in their estimate of the Net National Shipping 
Income. 

The above reservations should bo borne in mind in a study 
of the following table, dealing with the gross income from our 
foreign investments during the past three years. 


Table VII 

Showing the Income derived from British Investments during 1929 
and 1930, with a tentative estimate for 1913. 

(iOOO's.) 


1. Foreign aiul Colonial Goverinnents and 

Mujiicipulitios ..... 

2. British Companies registered in the U.K. 

and operating abroad 

3. Coi-ipanics registered and operating 

abroad ...... 

4. Other inve.stmcnts not covered by the 

above ...... 


Total . 



1930. 

1931. 

04,661 j 

64,666 1 

63,883 

sr>,'j83 

76,466 , 

.“>2,707 

61,721 , 

.■>1,04:1 , 

39,330 

18,510 

16,8:10 

13,632 

230,875 ! 

209,005 

169,561 


The tentative estimate of £109.1 million for 1931 is based on 
British holdings of investments as at December 1930, and does 
not take account of changes caased ))y Britain's abandonment 
of the gold standard. Changes occurring in the last quarter of 
the year would in any case have had littlt? inlluence. 

The above table shows that during 1931 income dropped by 
nearly £40 million from the previous year and by £01 million as 
compared with 1929. Among British companies, the severest 
declines in 1931 occurred in Foreign Kails, Mining, and Rubber, 
dividends being reduced by over uiK^-half in the two former 
groups, whilst Rubber dividends were practically wi])cd out. 
In the case of foreign companies the declines in 1931, though 
heavy, were not quite so severe, shares in the Commercial and 
Industrial Group and again in Mining suffering the greatest loss 
in dividends. 

The prospect for 1932 is not encouraging, since dividends 
paid during this year will largely reflect the conditions of 1931, 
a year of almost unrelieved trade depression. In addition, there 
is also a substantial reduction to bo made in respect of default 
among Foreign Government and other bonds. On the other 
hand, these circumstances will to some extent be countered by 
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the lower level of sterling, in reducing the foreign burden of 
indebtedness and increasing earnings by raising the selling prices 
in terms of sterling of the products of British and other companies 
operating abroad. 

Foreign Investments and the Position of Sterling. 

The heavy decline in our foreign investment income between 
1929 and 1931 was, of course, a factor of the highest importance 
in turning the Balance of rayment against Great Britain. This 
balance, substantially adverse in 1931, was already becoming so 
in 1930, but the effect of reduced income on the exchange w'as 
partially obscured by capital movements, and in particular by 
the repatriation of long-term assets. It must be emphasised, 
however, that, contrary to a large body of opinion, the extent 
to whicli British foreign investments can he used to protect 
the sterling exchange is limited. The largest part of the £3,724 
million arrived at for 1930 is invested in the sterling bonds 
of Foreign and Colonial (loveniments and in the securities of 
British companies o|)erating abroad; securities which outside 
the United Kingdom have only a limited market, particularly 
during a ])eri()d of sterling dt'preciation, and which therefore 
could not bo used for the ]nirpose of jfocuring foreign exchange. 
There remain, therefore, the securities of companies registered 
abroad and the dollar holdings of Investment Trusts and Insur- 
ance Companies. Of the former, British investment in sterling 
bonds is ag«'iin high, and it is a widespread practice among Insur- 
ance Companies to keep foreign assets against foreign liabilities 
maturing from year to year. 

('areful examination goes to show that in all not more than 
£550 million, or less than one-sixth of the total investments 
abroad, could be us(‘d for this purpose, and indeed of these 
securities a largo pro])ortioji lias only a narrow market outside 
Ijondon. Finally, against this must be set not only the volume 
of British domestic securities held by foreigners, but also the 
substantial body of investment by foreigners in overseas sterling 
loans and in the .securities of British companies operating abroad, 
as shown by Tiible VI 11. 

This block of £4Sl million, of securities owned outside the 
U.K., taken in conjunction with their investment in War Loan 
and other domestic issues, is liable if withdrawn to constitute 
a drain on sterling against which the sale of foreign assets could 
not easily prevail. Thus the extent to which our foreign invest- 
ments can bo used to protect the sterling ('xchange is limited. 

No. 166. — VOL. XLii. o 
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Table VIII 


Foreign and Empire holdings of Overseas Sterlmg Loans and of 
Shares and Debentures of British Coynpanies abroad in 1930. 


Colonial Ouvcrnmcnt and Mimicipalitios 
l^'oreign Coveniincnt and ISlnnicipalitioa 
Indian Rails ..... 

Colonial Hails ..... 

Foreign Rails ..... 

Banks and Discount Companies . 
Breweries ..... 

Canals and Do(;ks .... 

CommoTcial and Industrial 
Electric Lighting and Rower 
Financial, Land and Investinont 
Gas ....... 

Iron, Goal and Steel .... 

Mines ...... 

Nitrates ...... 

Oil 

Rubber ...... 

Shipping ...... 

T- a ami Coffee ..... 

IVlograplis and Telephones 
Tramway.s and Omnil)us 
"Waterworks ..... 


(£000’s.) 

llC,t)26 

276,300 

191 

427 

4,721 

0,901 

183 

8,901 

4,292 

.0,586 

1,254 

1,133 

26,576 

6,989 

6,006 

1,.054 

347 

309 

1,279 

7,484 

1,111 


Total 481,176 


New Overseas Issues in 1930. 

According to the ilidland Bank liguivs, inoiKw subscribed 
for overseas issues in London in 1930 was £108,804,000. The 
figures for repayment in Table II include certain sums repaid 
by new issues raised in 1930, and tlie inclusion of these sums 
brings the Midland Bank total to £114,120,000. Of this total, 
from information available, it a])pears tlrat £97,o90,000 was sub- 
scribed by U.K. investors. Deducting from this the repaynuuit 
of £38,933,000 automatically available for reinvestment in 1930, 
the ‘‘ new money saved according to the (h?finition given at 
the beginning of the article was £;j8, (357,000 in 1930. Tliis 
compares with the figures of previou.s }'cai's as follows : 

New Money Invested Abroad (£000,000). 


1927 

. 134 

1928 

. 108 

1929 

. 47 

1930 

. 59 


TIkjso figures, of course, do not take account of the money 
absorbed in the net xiurcliase of existing securities, or invested 
in new issues made entirely abroad, and thereforo do not present 
an Uv'lccpiate picture of the net investment overseas in any year. 



1932] 


BRITISH FOREIGN INVESTMENTS IN 1930 


195 


The improvement shown in the figure for 1930 over the i)rcvious 
figure is apparent only. For in 1930, in spite of the £59 million 
‘‘ new money raised for overseas investment, the total figure 
for British nominal capital abroad declined by £13 million. 
Thus even when allowance is made for the fact that a part of this 
decline is attributable to a greater knowledge of these invest- 
ments in 1930, and a further part to the liquidation of unprofit- 
able enterprises, it is difficult to resist the conclusion that during 
the year there was a not sale of Jhitish investinonts abroad of 
something like £35 million. 

The results contained 'in the j^reseni article rev'eal that in 
1930 not only did we fail to maintain the total amount of our 
foreign investments, i)robably for the first time in over fifty 
years, ljut also that the income derived from these investments 
declined considerably, ^or does the immediate future hold out 
prospects of a reversal of these downward tendencies. Defaults 
on foreign bonds are incnaising and dividends on comj)anics 
operating alu'oad are continually declining. In this regard, apart 
from the fact that there is for the time being no favourable balance 
from which investnumts could be made aljroad, it has to be 
recognised that in tlie final analysis it is the public who decid,e 
w here mone\' is to be invested, and to-day the tendency is tow ards 
the emplojunent of capital at home rather than abroad, wdiile 
the further repatriation of capital is not unlikely. 

On the other hand, it sliould be borne in mind that the decline 
of 26*4 j)er cent., as herein ealculat<sl, in our incoine from foreign 
investments between 1929 and 1931 was accom])anied by and 
indeed was mainly the result of a fall in world ])ri(vs to the 
extent of 23-7 j)er C(‘nt. in th(‘ sanu' piuiod. .Measured, tlKUvfore, 
in terms of goods received, «)ur real income has not sufiered to 
the same degree, and it is clear that its restoration to its former 
level in terms of numey is bound up with the recovery in world 
prices. 

IbmKKT Kixdeu.si.ey 



THE PRESSURE OF POPULATION IN THE FAR EAST 


The eastern Asiatic region which is still generally known as 
the Far East, though the most important approaches to it are 
now across the Pacific Ocean, has long^been recognised as an area 
of intense population pressure. Recent economic developments, 
especially since the war of 1914-18, seem to indicate the emergence 
of a new trading “ region,” comprising the countries from India 
to Japan.^ In these countries there is not only a vast and 
inci-easing population,- but also a great variety of resources which 
are being exploited with rapidly increasing efficiency. So many 
of the countrieJi are still in various stages of colonial tutehige that 
it is too soon to look for any very rapid ilevelopment of inter- 
trading based upon national economic organisation . The vigorous 
economic leadership of Japan, however, has already stimulated 
a substantial trade. Japan draws cotton from India and (Jiina. 
iron from China, Malaya and the lffiilip])ines, and varied resources, 
both agricultural and mineral, from Manchui*ia. Even Australia 
and New Zealand arc drawn in by the growing export of wool to 
Japan and the prospects of iron ore importation from \Vestcrn 


^ See successive issues of the League of Nations’ Review of World Trade. The 
tendency since 192.j for Europe to regain its s)mre of world trn<lo is indicative of 
the misdirection of cupittd and goods which was ono of the syinpljuns of maladjust- 
ment loading to the present crisis. 

* Statistical incusurements are naturally diflicult, but the hdlowing iipproxi- 
mate calculations will serve to indicate the order of inognitude of the incroasos. 


Ar(;a. 


China 


Japan, Proper . 

Japan, DependoncicK 

India 

Siam 

Indo-China 
British Malaya . 
Netherlands East Indies 
Philippines 


! Authority. 

Popidat ion 

Docrennial 

(thr>usands). 

Kate of 

j 

- - - - 

- - . 

Increase. 


1920 (21). 

1930 (31). 


i ChincHo 
Maritime 




i Customs 

428,000 

452,000 

5-6 

! Official 

05,963 

64,448 

151 

i 

22,120 

27.331 

23*6 

i 1 

318,886 

352,936 

10*6 


9,207 

11,506 

250 


, 18,860 

21,500 

180 


1 3,333 

4,352 

30-6 


1 49,351 

60,732 

23- 1 

i ” ' 

10,567 

12,251 

15-9 
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Australia.^ In return, Japanese shipping services and cheap 
cottons and other manufactures are widely used. This growing 
trade is a far more realistic development than the vague notion 
of a Pan-Asiatic political movement which finds little response 
in Japan. 

The beginnings of such trade, the marked tendency to increas- 
ing population, indications of wealth accumulating in the hands 
both of nationals and of resident (especially Chinese) traders, ^ 
are evidence, equally with nationalist mov(»ments and inter- 
national conflict, of new life stirring in this densely populated 
region. Such evidence mises interesting questions, especially 
concerning the relation of population growth to increased 
efficiency and the promise of greater individual prosperity. Is 
the tendency to increasing numbers the result of greater pro- 
ductivity ? If so, whence came the stimulus ? Is it possible that 
the introduction of new ideas into a stereotyped economic organ- 
isation lias started a new cycle of population growth ? Will 
efficiency and prosperity continue to increase i Or will they be 
stifled again by the pressure of increasing numbers ? ‘ How does 
the pressure of population upon resources manifest itself ? What 
influence will the awakening economic life of the Far East be 
likely to exert upon Europe and America i 

The answers to these and many other related questions must 
lie in future experience; but in the meantime the fact that there 
is an uneven pace of development makes this whole region a 
valuable laboratory for the comparative stiuly of population 
development at successive early stages in the cycle of 
change. 

In recent years there lias been an increasing number of studies 
of particular countries. A considerable controversy has developed 
concerning the facts in (Jiina;^ both tJapanese and foreign 
scholars have devoted attention to the remarkable recent increase 

^ H. (». Moulton. Japan : an Kconowlc anJ Fiftanclal Appraisal, p. 460. 
The export of wool from Australia to Japan is about oOO.OOO bnlos annually. 

Cf. Ainry Vniulorbosch, ** A Probli'in in Java, l^acific A ffairs^ Xovombor 

1930, and Fang Kii-an, “ Tublir \V»)rks in Amoy,*' Far Kastern Review, April 

1931, the latter illustrating tho otToct of the mnigrants* prosperity in promoting 
tho modernisation of their homeland. 

® Tho best reeent material is ti» be found among the ])apers contributed to 
tho Tokyo meeting of tho International Institute of Statistics in 1930. Professor 
Walter K. Willeox, the chief protagonist of the view that the population of China 
is much lower than generally estimated ami has been stagnant for many decades, 
haa sot out this view in International Migration, Vol. II. pp. 3i)“o2. As contrasted 
with this argument the Tokyo paper by Chang-heng Chen, entitled China s 
Population Problem,” rc'presents the attitude generally taken by modern Chinese 
atatistioians. 
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in the population of Japan ; ^ and the Dutch have made careful 
studies in Java.^ Little use has yet been made, on the other 
hand, of the comparative method. Yet there are very significant 
contrasts — a rapid colonisation of virgin land in Manchuria, the 
creation, mainly with (^hineso immigrant labour, of a new section 
of the British Empire in Malaya, the growth of urban areas in 
China proper, industrial development in Japan, agricultural 
development in »lava. The main purpose of this article is to 
draw attention to some of the more important manifestations of 

these complex and uneven population pressures in the Far East. 

0 

Malihus ami Adam Smith on China 

One may well start with the problem which Malthus j)osed 
in the first edition of his Esmy on Population, published in 1708 . 
He there introduced some general references to China by the 
following passage : 

J)r. Adam Smith observes, that China has probably long 
been as rich as the nature of her laws and institutions will admit ; 
but that with other laws and institutions, and if foreign commerce 
were had in honour, she might still be much richer. The question 
is, would such an increase of WTalth be an increase of the real 
funds for the maintenance of labour, and consequently tend to 
place the low'cr classes of people in China in a state of greater 
plenty?”^ In the second and later editions of his Essay, 
Malthus, using the letters and otlier writings of the Jesuit 
missionaries,'^ as well as Sir George Stauiittm's account of the 

^ Cf. S. Xiisu, “ Th(? rrobirin of PopuIati«>n an«l Ko<mI Sii|)j»ly in .Japan ” in 
Prohlems oj the, Pacijic^ also lllilisntian in JaiHin, ('liic.i^o Tnivorsity 

Press; H. O. Moulton, Japan, Ch. XX; K. F. JN'nroso, /W/ Snpphj and Jiaw 
Material.'f in Japan; J. K. Orchard, Japan\s Evamnnic Po.silitai, MiCiraw-Hill, 
1030; AV. It. Oof'kor, The Japanese Vopulation Prohle/n, Allon and Ibiwin, 1031 ; 
Etiennn Dennory, Asia's Teemin;/ Millions, J. Capo, 1031. 

2 Cf. do Kat Angclino, dolonial PoUey, Chionpo I’lnvorsity Press, 1031, Vid. I. 

chs. vri-ix. 

® Royal Economic Society Reprint, p. 322. 

* Tlio Jesuits made tho third rooordod missionary ofTort. in Chinn. Tradition 
links St. Thomas with an oarlior eritorpri.so, hot there is definite liistorieal ovidene<» 
of Xostorian missionary activity on u Inr^'e scale) from a.d. 63."> onwards, lasting 
for some ecntnrios. Man'o Polo found evidences of their wtuk, and on his ])lea 
missionsric's were sent from Homo at tho end f)f tho thirteenth century. Neither 
of these movements, howexer, left much permanent impress on Chinese life, nor 
did miieh to interpret (Jiina to tho West. In tliese respects the Jfjsiiits, especially 
in tho oightoenth century, and Protestant missions in the nineteenth, were far 
more important. 'Fhe Jesuits, who followed Mattoo Rieei from l.TRw onwards, 
gradually attained a position of great influenee. Thoy interpreted We.stprn 
mathematics, astronomy and othor sfienees to CJhina, and on ilio other han<l 
brought a real knowledge of Chinese art, philosophy and literature to Europe. 
Chiiioiscrio boeaino a fashionable fad in eightoorith eentiiry Franco. Madam© do 
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first British Embassy to China in 1793, devoted a long chapter 
to a surprisingly good and accurate account of economic life in 
China.^ By this time the opening of the sea-routes liad gradually 
brought the Asiatic continent and indeed the whole l^acific Ocean 
into more frequent commercial contact with Europe anrl America.^ 
It is significant, however, that Malthus dismisses Japan in a 
couple of paragraphs. Long after China had Ijeen opened up to 
Western commerce Japan remained a hermit country. A vague 
notion of its social life could ])e obtained from some Jliitch writings, 
with which Malthus was evidently acquainted, 1)ut there is no 
surety of generalisation based upon adequate detailed knowledge. 

It is all the more curious, therefore, to reflect that Adam 
Smith s penetrating hint has been completely vindicated by the 
subsequent liistoiy of Japan if not so obviously by that of (Ellina. 
Maltlius’s summary of Smith’s remarks sluirpens ajqneciably the 
point that he was anxious to discuss rather negatively, but it is 
precisely this point that ‘‘ with other laws and institutions, and 
if foreign commerce were had in honour, she might still ])e much 
richer,” that gives the clue to the very rapid rise of da])an as an 
industrial power. »Japan, without the advantage tliat Adam 
Smith so plainly saw in the great extent of tlu^ empire of China, 
the vast multitude of its inhabitants, the variety of climate, and 
consequently of productions in dilTercnt i)roviuces. and the easy 
communication l)y means of water-carriage between the greater 
part of them,” has managed to achieve “ a more extensive foreign 
trade,” a considerable ])art of which is carried in its own ships, as 
Adam Smith suggested, and which has not failed, as he foresaw, 
“ to increase very much the manufactures of (Japan) and to 
inqwove very much the powers nf its manufacturing industry.” 
Moreover, “ by a more extt'iisive navigation, the »Ja])anese have, 
in fact, learned “the art of using and eoiistructing themselves, 
all the difl’erent machines made use in other countries, as well 
as the other improvements of art aiul industry wliich are practised 
in all the dilferent parts of the world.’ 

Uompudotir was jxrcatly intcivstrjl in if, and lior pliysirian, Iranvnis Qiiosnaj , in 
dovoloping his attack n]am tho Mercantilist lines inrrcnt in his day, drew 
material arguments from Chinese eenneinie life for his thesis that, the land and its 
oultivation were the iierniani'iii sources of national wealth, (t. f. Harley t . ^tae- 
Nair, China's International liclations, pp. -3- -1.) 

* Ch. XII in the 7th edition, ed. W. T. Layton -Dent's Hvi'ryman's Lilnary. 

a A enrious result was the glutting of the north China fur market with seal- 
skins brought from the New Zealand eoast ami surrounding islamls by American 
sailors in tho first deeiido of the nineteenth century. (Dk farriek, Historical 
Records of New Zealand- South, Dunedin, 11103.) 

® [Vealth of Nations, Ilk, IV. I3i. IX. 
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One may very well, therefore, use Malthns’s summary of 
Adam Smith’s views as a starting-point for a survey of recent 
economic developments in the Far East. The spread of the 
Industrial Revolution which has been proceeding in that area as 
the result of increasing foreign trade is a significant development, 
not only for the countries immediately concerned, but for the 
whole world. But behind this development there inevitably 
appears the spectre of Malthus’s query. Will the increased 
production of wealth which results from the new methods ‘‘ place 
the lower classes of people in China in a state of greater plenty ’’ ? 
Both sides of this question — the economic consequences of new 
industrial techniques in an ancient civilisation, and the part played 
in those consequences by population pressure — are perhaps 
worthy of some thought. 

The Revolution of Idem in Japan 

Though the new revolutionary forces of overs(?as trade were 
introduced into China, and were accom])anied by tlie hardly less 
revolutionary efforts of missionary education J f)ver lialf a century 
at least before they affected .lapan, it is in the latter country that 
they have had their most rapid and complete succ(‘ss. In ])assing 
one may perhaps note the fact that in both countries the revolution 
was primarily one of ideas. It requin^s soine ingenuity to interpret 
the beginnings of modernisation in the Far Kast from a strictly 
Marxist view-point. It is possible, on the contrary, particularly 
in the case of Japan, to demonstrate the (‘xact sources of the 
borrowed ideas which have transformed the country, as well as 
the time and manner of their introduction.- The fact that Japan 
was started on its career of moch'rnisation f)y pressure from 
outside is not, however, inconsisUmt with later ‘‘ imperialist ” 
development urged forward by c'conomic (causes. N. Lenin 
{Imperialism, Ch. IX) has used Japan to illustrate his theories 
and elsewhere has commented on the supplementing of capitalist 
expansion with military force. In the Marxist view the revo- 
lution of ideas ” in Japan was an artificial attempt to engraft 

* The fact that thi.s rrKjdfrn misHionary oUort was larj'cly ]*r()U\stant, an<l, in 
the last half-f!ontury, lias drawn ino.st nf its pcrsoniK’! aiul rosoiircjcs from tho 
United States, is significant. Tho niltural background of the missionaries is an 
important c<luoutional force, [ndivirhialisni, ilomoiuwy, a strong scientific 
tendency, and a general brdief in rather aggressive capitali.st organisation, are not 
inconsiderable additions to the force.s making for revolution in China. 

* See €.gf. I. Nitobe and others, Wes/cm InJlucnceH ui Modern Japan, Chiengo 
University Press, 1932, and Sophia H. Chen Zen (editor), SipnpoHiinn on Chincae. 
UaUwre, data paper prepared forthiM*onfc?renceof the In.slituteof Pacific Hclaf ions, 
Shanghai, 1931. 
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capitalism on military feudalism ; and is dostinod, therefore, to 
be a transitional stage leading to class conflict and ultimate 
revolution. 

It is evident from the contemporary accounts of foreign 
visitors, and from the descriptions of old Japan now l)eing written 
by Japanese historians, that there was a high level of political 
and cultural life in that country before the advent of the foreigners 
in 1852.1 Even though the semi-feudal society lent itself to 
sectional conflict, the material of public service was readily 
available for such a strong and far-sighted ruler as the restored 
Emperor Meiji proved himself to be. The notion of sending 
chosen groups of young people t() obser\'t‘ and report upon the 
organisation of society in the W estern countries was evidence in 
itself of a realisation that it was necessary to meet the new 
situation by the introduction of drastic leforms. The success 
of the policies based upon the observations of these groups bears 
equal witness to their shrewdness and point. 

The Japanese early recognised tliat int(u*national relations 
among the European nations were based upon force. It was not 
long before they had a modern navy modelled on the British and 
an cflicient army trained at lirst by German oflicers. But they 
were equally acute in recognising the importance in modern life 
of adequate codes of law,- the basic place of the natural sciences 
in modern industry, and the inevitability of a progression towards 
democracy. Theirs was a planned revolution of ideas, carried 
through on the whole with great skill and success. Moreover, it 
w^aa not a mere imitation of Western forms and methods, but a 
serious eflort to graft the.se on to a Japanese base. 

For three or four decades now*, Japanese* diplomatists, bankers, 
business men, scientists, have asserted a modest but firm claim to 

^ Cf. The Compu te Jourmtl of Toicutautt Harris, Doubloday Diaaii, n»3a, witli 
Y. Takchoshi, I'he Hconomie Aspects of the Hisiori/ of the Cicilisatiou of .hipan, 
Allen and Umvin, IDUU, and (I. H. Sansinn, Japan, Tlie CVosset Press, P.m. 

* Cf. fnazo \itohp, /Wific AfUfirs. January 1^30: “To put into oxooution 
any groftt reform, tlioro must a prrioil of propaialion and probation, osporially 
when the idea of the roforin coin«*s from abnaid. W o roiiif'mbor wall how intinitely 
long those years were felt to bo wlufh were sj>ent in pn'paring the nation for the 
abolition of extra-territoriality. C'otnpbae reforms in laws, the establishment of 
eourts, the improvement of prisons, the edneatam of judges, the porfeetion of 
administrative organs, eaeh ami all take long years ot patient toil. Indeed, it 
took a whole generation, twenty-eight years (187.) llKU), to eonvince Western 
Powers that it would he absolutely safe for their eiti/ens 1o eome under the juris- 
diction of the Japanese government. . . . .And yet Japan ought not to regret 
that the best energies of her formative days were devoted to regaining her birth 
right, because tho couc*entrati»)n of her iniml upon the question of her international 
status brought about sueh changes in her national psyeladogy as would not else 
have occurn;d.” 
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international recognition on an equal basis with their foreign 
colleagues. The implications of such a claim are very important. 
Three of them deserve to be stated clearly. In China, Java and 
similar areas, the Japanese have successfully asserted their right 
to equal privileges with other foreign (Euro])ean) residents — ^they 
enjoy cxtra-ton-itoriality. share in tJie government of the Inter- 
national Settlement at Shanghai, govern their own concessions 
elsewhere, partici})atc in t‘onsortiums. They regard themselves 
and insist upon being regarded in the Far East as entitled to the 
privileged position of an “ advanced ” nation. The same desire 
for recognition has led them to participate effectively in inter- 
national movements, both official and unofficial. Third, and not 
least important, it is one of the mainsprings of the rising standard 
of living which, much more than the mere pressure of numbers, is 
the really explosive force in Ear Eastern affaiis. 

There is a solid achievement behind this claim to equality of 
status with Europ(‘ans and Americans. Ortain aspects of it are 
universally recognised.^ Tlio growth of »Japanese shipping and 
overseas ti’ade cannot be ignored, especially since, like Great 
Britain, «Japan, another island Power of comparatively scanty 
domestic resources, has been thrust into the necessity of seeking 
world markets. Her merchant shi])f)ing is to be found all over 
the globe, and her expanding exports com])cte almost as widely. 
The report of the Balfour Committee oii Industry and Trade may 
be cited for evidence of the extent to which this eoinpetitioii has 
invaded markets formerly dominated by Great Britain.'^ 

A moment’s reflection will suggest that such development of 
trade and ship})ing necessarily imjdies a considerable measure of 
modernisation not only of the actual proc(\s.ses of ])roduction, but 
also of the auxiliary aids, banking, conuuercial organisation, 
advertising and the like.’*^ it is, however, necessary to stt'cr 
carefully between the extremes of regarding .fapan as a thoroughly 
modernised and industrialised country, and, on the contrary, as 
a rather meretjicious imitator of cheaj), somewhat unreliable 

^ Of these, it must he said, military and naval jm)Wi*ss are not the least 
regarded in the oiitaide world. The crushing victory over China in 1S94'5 was 
the first revelation, quickly reinforccMl by the e(|ually citiplmlie tkifeat of Tsarist 
Russia ten years later. A new w«3rld power had uriscMJ, necessitating ti rondjnst- 
inont of the strategic and diplomatic balanee of jiowor. In the ro-shulTling of 
alliances that led up to the war of 1914-18 and in tlie diplomatic d(^vclopmont8 
of the post-war period, this fact has played a role of increasing irnportaneo. 

“ Cf. also n. and H. JCllinger, “ .Japan(>se Competition in the Cotton Trade,” 
Journal of the l{o}/nl Stat istical SocU ttf, 19;10, pp. ISo 2.‘12. 

“ f'f. 11. (4. Moulton’s oxperieneo of Japanese eeoiioinie statisties, Japan, p. 
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processes. The very rapidity of tlie transition which has been 
accomplished involves elements of weakness. Industry, com- 
merce, shipping, finance have all been stimulated and supported 
by governmental action based in the first instance upon military 
necessity. Successive banking crises in recent years have pointed 
to the inevitable wealoiess of rapid and somewhat artificial 
growth ; the very concentration whic^h gives the cotton industr>% 
for example, such competitive power may be a source of difficulty 
in times of depression; the widespread reputation for poor 
quality of products is largely due to over-eager straining of 
resources to take advantage of the commercial opportunities 
offered by European preoccupations in 1914-18. Perhaps most 
significant of all, if Japan’s striking poverty of natural resources 
is excepted, is the difficulty of improvising in a brief period an 
adequately skilled labour force, ^ a difficulty that is not without 
its lessons for other countries, such as Russia and China, which 
are entering u])on programmes of industrial development. 

The Co-s/.s' of hidudnal Developvient 

It is just this mixture of strength and weakness in economic 
development which is most significant in a consideration of 
Japan’s population pro])lem. To appreciate it fully, attention 
should be further drawn to less known but equally important 
economic and sociological facts. Behind industrial progress has 
lain a sustained and costly effort, both material and intellectual. 
A heavy burden, for example, has been laid upon the rural indus- 
tries by costly protective policies, and by the development of a 
])owcrful modern state. Not only is there a costly bunlen of 
armaments, but social lif(*, and ])articularly education, lias been 
expensively transformed. It has required effort to achieve the 
virtual elimination of illiteracy and, at the same time, create 
universities which do not suffer by comparison with the best that 
Euro])o or America has to offer. There is, no doubt, a certain 
tendency to confusion created by tlio effort to absorb such a 
heterogeneous collection of new ideas as that which confronts the 
student in Japan (and equally in (Jiina) ; but the foreign visitor 
cannot but feel admiration for the broad basis of scholarship upon 
w’hich the new civilisation is being built . Forests of radio antenna^ 
on the low roofs, newspapers whose circulation runs in some cases 
into the millions, well-attended cinemas, popular lectures and 
concerts, [ire evidence alst> of widespread popular education. 

At such a stage of development, it is the aspirations, rathei 

^ Cf. J. E. Orclmrd. Japan's ICconomie Vosition, McGraw-HUl, 1930, Oh. XTX. 
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than the achievements, of a people that are important. There 
is no turning back from the choice that has been made and the 
effort that has been expended. The standard of living has risen 
and is still rising ; but neither as fast nor as far as the popular 
demand which is so solidly based upon both scholastic and popular 
education. The Japanese islands are small and poor in natural 
resources, containing few of the raw materials essential for indus- 
trial progress, little coal, less iron and almost no petroleum.^ 
Only a sixth of the land is arable, and less than a quarter of 
it is flat enough for intensive cultivation.- But, partly from 
patriotic motives,^ and encouraged by the increasing wealtli of 
the last three generations, numbers have grown rapidly, doubling 
between 1868 and 1028. The total area of Japan proper is about 
that of Great Britain. It now supports a popidation of over 
60 millions, increasing by about a million a year. . 

It is for these main reasons that population pressure is perhaps 
more acute in Japan than almost anywhere else, in the Far East 
or elscAvhere. Increasing numbers tell only part of the story, 
the more important part is to be foiuul in changing social aspira- 
tions. There is already a very real pressure on existing standards 
of life and, still more, an apparent check to their improvement. 
Three main linos of policy are generally discussed as remedies — 
birth control, emigration and industrial development. 

Of these the first receives more and more serious consideration 
in Jap.an. In November 1929 a birth (jontrol clinic was opened 
in Tokyo; but was promptly closed by the police. W’ithin two 
years, however, such clinics wen* operating without interference. 
But, while the importance of this movement for the ultimate 
w'clfarc of the Japanese people is very great , it is necessary to 
rccogni.se that it can have little effect for a generation at least. 

Emigration has apparently never boon regarded by the 
Japanese themselves as ofT(*ring more than slight relief. A special 
department of government has endeavoured to promote emigra- 
tion and colonisation; Init not with great success. The primary 

* Hain, Ores ami Industrij in the Far Fast^ Oauir il on Foreign K<“lations, Now 
York, 1927. 

® Nasii, Land Ulilisaiion in Japan, Instituio of Paoiflc lielationH, 1929. 

® Tho fact that population grow bo .slowly for at tho 250 yoars of iBoIatioii 
is evidence of a (;on.si(lorablo measure of restriction. Jlirth control was practised 
by primitive methods, there was rniieli restraint, rlelnyed marriage, and celibacy, 
as well as positive checks including some infanticide. Tho lUJcd for increasing 
population was strongly improssod in tho early stages of modernisation. That 
the patriotic motive is powerfully rooted in (loop psychologieiil instincts is illus- 
trated by tho explanations oITored by Japanese members of tho Kyoto Conference 
of tho Institute of Pacific Keiations — see Problcins of the Pacific, 1929, pp. 24-5. 
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obstacle is the reluctance of the people t(3 move except under very 
favourable conditions. In a quarter of a century less than 
200,000 have gone to Manchuria, and a large proportion of those 
are engaged in directive pursuits. Their standard of living is 
too high to enable them to compete on equal terms with Chinese, 
Koreans or Indians. In any case the best areas for emigration 
are closed to them. The largest stream of regular migration 
recently has been an annual movement of about 10,000 to 
Brazil. The main importance of migration lies, in fact, in the 
psychological effect of restrictive legislation. The various measures 
passed have often been framed in harsh terms, and the cumulative 
effect of restriction itself has been to heighten the national sense 
of having been born too late into a hostile world. 

Industrial development, therefore, remains, or, until the 
recent depression with its accompaniment of revived economic 
nationalism, remained, the gtmerally accepted alternative. To 
this policy the leaders of Japan have bent their greatest efforts 
and for it the people have submitted to heavy burdens. But a 
prolific people crowdi'd thickly into a small area of scanty 
resources cannot industrialise itself except through an expanding 
foreign trade. Kaw materials, capital, and markets are all 
necessary, together with neighbourly good-will and reciprocitJ^ 
(irreat Britain in the mid-nineteenth century was the workshop of 
Euro])e if not of the world ; Japan aspired to the same role vis-a-vis 
an awakening Asia in the twentieth century. Such an ideal is 
difficult of attainment in the face* of increasing tariffs, falling 
prices, dwindling cai)ital Tnovements, and distrustful hostility. 
Between the beginning of 1930. when the embargo on gold was 
removed, and the suspension again of the gold standard in 
f January 1932, deflation was more continuous and si'vere in 
Japan than in any otlier industrial country. The |)atli of peaceful 
economic co-operation has led in almost every direction tem- 
porarily to distress and disillusion. Under sucli circumstances 
the older and simi)ler alternative of exj^ansimi by coiupiest is 
bound to appear more attractive to large numbers of peo])Ie. 

It is, indeed, essential to realise that the heart of the population 
problem was hardly touched by Malthus. It is not to be found 
in the final appearance of such positive checks as starvation and 
misery. Long before that point is reached by any ambitious 
modern people, the ju’cssure of numbers upon resources will 
aggravate almost every social problem — class antagonism, indus- 
trial competition, international co-operation will all be complicated 

by it. 
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Economic Atvalcening in China 

The acuteness of the Japanese problem arises from the fact 
that the people as a whole arc conscious of population pressure 
and unwilling to remain quiescent under it. In other parts of 
eastern Asia such consciousness is far less developed; but it is 
growing. Both economic and political problems are most acute 
where there is the greatest measure of popular education, supple- 
mented necessarily by some training in leadership. The Philip- 
pines offer a case in point Despite the fact that there is a 
considerable variation in the progress of the very mixed racial 
groups, American educational methods l)avc built upon an old 
neo-Spaiiish culture successfully enough to cieatc a national con- 
sciousness which by legislation has blocked plantation development 
such as Hawaii on the one side, or Java on the other, has 
experienced. 

The extent to which, in the twentic'th century, it will be 
possible to stimulate economic progress and accommodate 
inert asing numbers of natives in agricultural and mineral enter- 
prises organised on a capitalist basis, without this leading to a 
growth of national feeling and class antagonism embittered by 
racial prejudice, remains an open question. The Diiti li in .lava 
have made the most successful experiments in this direction. - 
A combination of wise governmental expedients, rac(^ tolerance, 
efficient economic direction and expanding markets for tropical 
produce, togetiier with extreme/ care in tlu^ educativ(^ proee.sses, 
have hitherto made possible a consideral)le expansion of numbers 
together with slowly rising standards of living. industries 

— rubber, cocoa, quinine, tea — have been introduced ami ffjstcred 
by excellent scientific research, the native systcuns of g«>v(‘rmueiit 
and land ownership have been sup])lejnentod by careful Dutch 
advice and by new devices of rural co-o])eration and credit, and 
it is not without significance that some of the first exjnniments in 
gold-exchange standard methods safeguarded the islands from 
the consequences of fluctuating silver prices. Even so tliere 

^ Cf. Bruno Laskor, Filipino Itmnigralion^ C’liifago University Brrss, 1930; 
M. M. Kalaw, The Philippine Question: an Analgsisy urul M. 1). Oana, Social 
Legislation in the Philippine Islands, papers prepurod for the liistiiuto of Pacific 
Relations Conference, 1931. 

* do Kat Angclino, Colonial Policy, is tho latest. niiUioritativo survey of the 
whole problem. Cf. also B. Schrioko (editor). The Effect of Western Influence on 
Native Civilisations in the Malay Archipelago, Royal Batavia Society of Arts and 
Sciences, 1929. Tho fullest diHeu8Hion.H of tho sciontifio aspects of researeh in 
tropical problems are contained in Proceedings of the Fourth Pacific Science 
Congress, May-Junc, 1929, Martinus Kijhoff, Tlio Hague, 1930. 
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exists a “ communist ” movement which has given the authorities 
some trouble. 

It is in China, however, that the leaven of industrialism is 
beginning to work most significantly. The same forces which 
have modernised Japan, education, scientific training, increasing 
trade and contact with the outside world, mv. operating with 
disturbing effect, particularly among the intelligentsia, who are 
drawn largely from the landowning and merchant classes. There 
has not been until recently, and then only feebly, anything 
apjiroaching the same conscious, systematised and determined 
effort by a ruling minority to adopt and adapt AWstern methods 
of organisation. ^Jlic ])roccss has rather been one of infiltration 
of commercial and industrial ideas, confined largely but not 
wholly to the fringes of China which are accessible to foreign 
contacts. One result of this haphazard development has been 
the rccapitulatioji of some of tlie worst of tluj social problems 
which the student is familiar with in the early stages of the 
industrial revolution in England. 

In Shanghai and Tientsin, and a few otliei* centres, there fire 
modern, wcll-<M|uipi)ed, sanitary and efiicient factories under 
foreign (mainly JapaiH‘se) direction, ilany of them have welfare 
departments and have made ex])eriments in methods of payments 
whicli avoid the contract system. The Kailan Mining Administra- 
tion under Sino-British direction has been conspicuously successful 
in pioneering lU'w methods of ehiciency in this respect. Chinese 
firms exist also which are organised on modern lines. The Com- 
mercial Press at Shanghai is (or was until it was ivcently destroyed) 
a successful largtvscale publishing and ])rinting liouse, and the 
whole district around W'usih (an up-country town over 100 milcvS 
from Shangliai) has Ix'cn n'volut ionised by the enterj)rise mainly 
of one family in erecting modern cotton factories, tlour mills and 
silk filatures. It is not the ellicient large-seale methods of 
industrialism which create ]irol)U‘ms of a]ipreiitiecship, child 
labour, insanitary and dangerous conditions, long hours. 

Alongside these factories, however, there exist a multitude of 
small, mostly inefiicient, under-capitalised establishments organ- 
ised in all the varieti(*s of the small master-merchant-CTaftsinau 
combination.^ It is in these smaller woikshop-factories that tlie 

^ Tlu*ro is alivaUy a larpo but iuu'wmi lit oral iiro on Chiiu'so industrial tlovolop- 
luent. Cf. e.g. the survc’y.s of Tientsin iiulustrios by Franklin L. Ho nnil H. D. 

(published by Nankni Viiivorsity); Mi niomtidiim on Agriculture and 
Industry in China, by H. 11. Tawnoy; China's Industrialisation : « ^statistical 
i^urvey, by Franklin \j. Hn, and DcirUtpwcnt of ('apdalisin m China, by Akira 
^ogano, all prepared for the Siiaiigluii (lUHl) Cunference ol tho Jiislitiite of Pacilic 
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worst abuses of child and adult labour occur. "There are also, in 
addition to specific industrial evils, very grave social problems of 
housing, sanitation, education, in the developing urban areas. 

Though the pace of development is slow, the fact of modern- 
isation may be inferred not only from the growth of towns and 
industries, but also from an expanding foreign trade. Moreover, 
industrial activity after all is not the most important part of 
Chinese economic life. There have been distinct advances in 
agricultural j^roduction and in transport and marketing. By the 
introduction of new crops and some improvement of production, 
but above all by the more profitable markets offered in foreign 
trade, some measure of increased wealth has been created. In 
many parts of the country also the export of labourers has been 
of considerable importance. Emigrants’ remittances play a 
large part in China’s balance of trade. 

The new ideas which are slowly changing China’s economic 
outlook come now' from three main sources. The first histoi'ically 
and probably still th(‘ most im2)ort€ant is to be found in the foreign 
trading settlements of which Shanghai is the chief. But the 
influence of these essentially foreign communities is now' 
reinforced both by the increasing pow(‘r of foreign-trained 
Chinese, and ])y the prosi)erity of many (’liineso communities in 
other lands. These aio obviously of more permanent imj)ortance 
for the future of Chinese economic life. Tlie inany thousands of 
returned Chinese students will in course' of time be increasingly 
reinforced by the graduates of both national and foreign uni- 
versities in Cliina; and it is already clear that Chinese who have 
prospered abroad will send back not only moiu*y but ideas and 
personalities of organising ability. 

Most foreign and (Tiinese cx 2 )erts agree that there has for some 
time been a tendency tow ards an increase of po])ulation in (^hina, 
perhaj)s not very grc'at or very regular, but substantial over a 
long period of time.^ Any such increase can only have been 

Relations. Dame AdeJairle Aiulersoii’s Unmantly and Lubovr in (*hina^ 8.C.M., 
Lomlon, 192G, surveys flio social problems of faet«)ry (ievelopineiit and rf'ccuiiits 
tho effort made to establish factory legislation in Slian^hai. iSce also Tti Chen, 
Study of the Applicahility of the Factory AH of the i'h lnc.se (Hovcnuncnt : a Pre- 
liminary Survey of the Shanyhal Am/, China In.stitute of Sc-ientifie Mamij^cnn'nt, 
Shanghai, 1031. 

’ D. K. Lieu of the Chinese Covernme-iit Bureau of Statistics, in a paper on 
the 1912 census read to the Madrid (1931) meeting of the Jnteniational Institute 
of Statistic.s, has suggested that “the Chine.se population is growing, not at 
eonstant rates of increase, but at high rates alternating with low ones, or through 
increases alternating with decreases.” For gen(.*ral evidence of population increase 
see C. M. Chiao and J. Lossing Buck, ” The Composition and Growth of Rural 
Population Groups in China,” Chinese Economic Journal^ March 1928. 
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made possible by greater productivity because of new methods 
of production and trading. There are many tremendous obstacles 
to any very rapid extension or even continuation of the advance ; 
but it is significant perhaps that, in papers prepared for the 
1931 conference of the Institute of Pacific Relations, two com- 
petent economists, one Chinese and the other Japanese, agree that 
there are very real possibilities of raising the standard of living 
“ provided that further civil strife be ended.” ^ 

The answer to Malthus’s query is still obscure. Standards of 
living in China are tragically low, illiteracy and the deadweight 
of illiterate custom present enormous obstacles to the spread of 
new ideas, disunity and factional strife persist. 

The experience of Japan suggests one important element of 
the answer. Increasing productivity can l)c kept ahead of increas- 
ing numbers only if a substantial part of the gain is intercepted 
for social j)urposes. China needs virtually all the co-operative 
aj)paratus of modern economic life — railways, river-controls, 
roads and similar public works, a uniform if not stable monetary 
system, regular and equitable instead of arbitrary taxation, codes 
of law and effective administration, constructive organisation to 
free the peasant farmers from excessive rents and ruinous interest, 
and, most fundamental of all, a large measure of popular education. 
These arc expensive but profitable reforms. The task of initiating 
them in an area as vast and diverse as that of China staggers the 
imagination ; but concentrated effort in specially favourable areas 
is l)y no means impossilile or useless. 

The bearing of these j)robleins, which are largely problems of 
government, upon the economic welfare not only of China and 
her neighbours, but of the other countries of the world, is too 
obvious to need much emphasis. A prosperous, co-operative 
China would enable Japan to solve its population ju’oblem by 
industrial and financial development which in turn would be of 
immeasurable advantage to China. If it had been possible to 
utilise a fraction of the capital investment which in the recent 
boom was spilt ” both in the United States and in Europe, 
upon railway building in China, the world \iould be richer, 
international trade larger and freer, and capital more secure. 
The leader of the Chinese Revolution, Sun Vat-sen, saw the 
general asjx'cts of this truth very clearly,- but lacked the 
expert kizowledge and practical support necessary to carry out 
his ideas. 

' Franklin L. Ho, op, cit., and Akira Najjano, op. cit. 

^ Sun Yat-8on, Tlie International Development of Chiiutj rutnaiii, 1022. 
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The political and economic organisation required to direct 
and safeguard the investment of capital in productive uses which 
would benefit both the people of China and those of the industrial 
countries ought nol^o be beyond the capacity of the twentieth 
century. Not only nationally but internationally also, the 
pressure of population upon limited resources is conditioned by 
rational organisation and may be a cause cither of destructive 
conflict or of co-operative effort. 


J. B. CONDLIFFE 



INTERNATIONAL DIFFICULTIES ARISING OUT OF 
THE FINANCING OF PUBLIC WORKS DURING 
DEPRESSION 

I. Introduction 

We all agree that it is better to give work rather than relief to 
the unemployed, and therefore many of us are interested in public 
works during a depression. But for the last year the tendency 
in most countries has been in the opposite direction ; they have 
reduced their public activity, and by means of bank-rate and 
other credit-restrictions they have also reduced private activity. 

The main purpose of all these negative policies is to procure a 
t'avourablc balance in relation to foreign cou7itrie-i. If one country 
is more active than others, it will have an unfavourable balance 
of payments and unfavourable rates of exchange ; therefore each 
country is afraid of being more active than its neighbours, and the 
result is a competition to be less active. Certainly in that way 
a country can get a balance, but also high unemployment and 
poverty; for it often happens that wc have to reduce our own 
employment, if we wish to reduce the employment given to other 
countries. They do not see that they can all ajually well get a 
balance, if all arc equally active ; and that in that case a certain 
latent capital will be effective and make the activity possible. 
Or, if they arc aware of this relationshij), they regard it as 
impossible to secure simultaneous activity from other countries. 
Therefore they go a steji farther than reducing their own activity ; 
namely, they proceed to such restrictions against imports as a 
protec tm', tariff. 

An isolated country, that means a country with no trailc 
connections w'ith other countries, Avould never meet a period of 
depression by retluced activity ; they would umlerstand that this 
would be a step in the direction of economic suicide. And it is 
likely that what is best for an isolated country' is also best for a 
closed sy'stem of countries like the whole world, riiis very^ fact, 
that the world is separated into countries, is therefore the main 
cause of the negative policy' being so popular ; and this applies 
not only to reduced activity, but also to wages. All countries are 
anxious to reduce wages, salaries, prices, taxes, public relief, ^etc. ; 
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all with the purpose of being able to compete the better with other 
countries and to get a good balance of payments. An isolated 
country would sec that sinking wages and prices would mean that 
it w’ould be longer before there was a return to the confidence that 
activity would be profitable. The more countries take up this 
negative policy, the more difficult it becomes for other countries 
to be active, both on account of psychological infection and on 
account of the lack of demand from the former countries. The 
international division of labour, which in normal times is so useful, 
thus becomes an important cause of depression. 

As to public w^orks, the difficulty is not only the balance of 
payments, but also that the profit will spread to other countries, 
while the home taxpayers must take both the burden and the 
risk. If the public works are not directly profitable, for instance, 
because buildings are erected some years earlier than wanted, 
resulting in a loss of interest, then this loss may be covered, be- 
cause the works give income to many and therefore taxes will yield 
more, and less relief to the unemployed will be required. But if 
the buildings require materials from other countries, and if the 
increased consumption of our workers means imports of many 
kinds, then this gain is spread abroad, and our own taxpayers 
get too small a share of it. 

II. Activity Cueates Capital 

The most popular objection to public works is this, that the 
capital which the State and the municipalities employ is stolen 
from private business and that the total activity is unaltered; 
and, if the State can only carry on the work because it can meet 
an eventual deficit by taxes, the product would bo greater under 
private enterprise. If this were right, it would also apply to the 
mutual relations of difierent business men; if one was active, 
another must be less active because he could not get capital, and 
tlie only consolation would be that the victorious probably is the 
most fit. The mistake is that the supply of capital is regarded as 
a fixed amount, and that all capital produced (the current saving, 
etc.) is supposed to be employed; but in each period of de- 
pression much saving is vain, yet could be secured if the total 
activity w as greater. That depressions can exist in all directions at 
once will never be understood until it is realised that liquid capital 
can go to waste owing to lack of demand. We remember the classic 
statement that general over-production cannot exist; if a man 
produces for £100, it must be because he (when the product is 
sold) will buy for £100, and accordingly total demand is equal to 
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total supply ; the error in this is that the saving done is forgotten ; 
if the man deposits the £100 in a bank, ani nobody borrows the 
amount and invests ity demand is smaller than supply, and the 
saving will go to waste. He who saves passively fails to employ, 
for example, tailors ; if then some other person borrows the money 
and employs engineers, there is equilibrium between the positive 
and the negative side of the saving. But if neither tailors nor 
engineers are employed, it is likely that somebody else will save less 
and thus countcrbalanec the original saving. Certainly tliis 
flOO exists as a deposit; but when the saving causes unemploy- 
ment, the reserves of other persons will be consumed. Most 
entrepreneurs have private deposits to spend in bad times, or they 
omit amortisation, although their machines, etc. suffer wear and 
tear; the workers consume the reserves of their organisations, or 
they become indebted to the landlord and the retailer; again 
these latter must get more credit from the wholesale dealer, and 
the wholesaler from the banker, who says that money is slow to 
come back; thus the original saving is not invested in new 
capital-goods, but disappears. When nothing is invested, no 
net saving can exist. 

It thus appears that the available capital is not a fixed amount, 
but can bo intluenced by the very course of investment, upwards 
or downwards; there exists what we may call latent saviny, 
namely, the amount which would be saved if all unemployed 
factors of production were to get work. And it is likely that 
a great share of this additional income will be saved just because it 
is additional. If the average saving of income is 10-15 per cent., 
I suppose that wlien a man’s income is increasing, he saves about 
25 i)er cent, of this addition on the average — much of it being 
profit for rather wealthy people, who already have all their more 
urgent needs satisfied ; whether the figure is exactly 25 per cent, is, 
however, of no fundamental importance to the following state- 
ments. Wo will further suppose that the annual additional 
income, which could bo secured in a certain country if all unused 
factors get work, is 400 mill. (£ in England, crowns in Denmark) ; 
thus 100 mill, can be expected to be saved. 

In this additional saving we have the source of the great invest- 
ment in prosperous years ; the capital is not saved beforehand, but 
created during the same period, simply because we have no form 
in which liquid capital can be carried over from year to year in 
large amounts ; only smaller amounts are carried over in the form 
of stocks of materials and other goods. Certainly the consumption 
of luxuries is large during prosperity, but the income is so largo 
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that it will allow for both luxuries and saving. The individuals 
or the single country, can save in a period prior to the investment 
by lending the money to banks or to foreign countries ; but as 
prosperity is often simultaneous in most countries, this is not the 
regular source for financing a period of prosperity. What the 
individual owns is really a share of the already existing goods, and 
then a right to dispose of a share of the saving of the future. 
This saving (and the setting free of older capital through amortis- 
ation, etc.) is the real source of investment; when a house 
has been built, somebody’s property must have increased in 
value to an equal extent during the same time ; either the owner’s 
property or his creditors ; that means, that somebody must have 
saved. 

Returning to the illustration of the unemployed factors equal 
to an annual value of 400 mill., we can further expect that an 
investment of 100 mill, will cause so much indirect activity that a 
total saving of 100 mill, will appear and the investment will thus 
be 'elf -financing (for an isolated country). To understand this 
we must consider the term “ secondary emj)loyment ” as used 
by R. F. Kahn in the K(X)xomtc Journal for June 1931. I agree 
with Mr. Kahn in his interest in public works, in his emphasising 
the international difficulties, and in hiscalculationsabout secondary 
employment ; but as this last prol)lem has also been discussed in 
this country, I have something to add. 

If (ceteris j)aribus) we invest 100 mill., this amount will be paid 
out as direct or indirect wages, interest, profit, etc. ; the receivers 
will increase their consumption and thus create einployraent for 
a ne^v set of uncmi)loycd factors, and so on, only with “ diminished 
intensity ” (Kalin). As to the cause of this diminished intensity, 
Mr. Kahn only considers the fact that a share of the employment 
goes abroad, while he expressly supposes that the new income (or 
rather the profit) is devoted to consumption in its entirety. It is 
here that I have something to add, as the saving from this income 
is a very important by-product to the secondary employment, and 
is just as capable of financing the activity. 

The sum of this saving can be calculated by aid of the same 
mathematical formula whi(di Mr. Kahn employs for the secondary 
effects. Beginning with 1, the second set employed is called k; 
then the third set is the fourth set P and so on, and the sum of 

all these additions ^ ^ . If we now consider a closed system, 

where nothing is lost abroad, but where 25 per cent, is lost to 
saving, the first set of secondary employment is 75 per cent., the 
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next 56-25 per cent., etc. With 0-75 as Ic in the formula we then 
find 0-75/0-25 or 3, which, together with the original investment, 
gives 4. For the investment of 100 mill, we thus get a total 
employment of 400 mill., and of this 100 mill, will be saved, just 
covering the investment. Expressing this in more general 
terms we may say that the sum of the original and secondary 

employment is 1 + i multiplied 

by the ratio of saving, 1 - i*, we get the original 1. 

It is thus not necessary for the banks to wait to see a certain 
amount of liquid capital accumulated in cash ])efore they grant 
credit for an investment ; the cajiital will be saved during the very 
time in which the house is being built (apart from reduction of 
stocks of materials, etc.). It is, moreover, not even possible to see 
this liquid capital ; all the capital we can see is clothed in things ; 
even our dciiosits in the banks, which in the individual and legal 
sense arc liquid, really exist in things, belonging to the debtors 
of the bank, or the debtors of the debtors. From a social point of 
view the term liquid capital does not refer to a date, but to a period 
in whicli the saving and setting free of capital takes place. As we 
have already said, the value of the houses, machines, ships, etc., 
])uilt in a period of pros])erity, is created in that period itself ; the 
ca])ital does not lie idle beforehand. If a bank promises credit for 
an investment, it really disposes of something belonging to the 
future : the coming saving ; and by co-operation with other banks, 
where it has deposits, or from which it has secured credit, it comes 
into contact with savings drawn from wider circles than those of 
its own depositors. 

That the above calculations should end with just the same 
figure for investment and saving can also bo understood from 
the following argument. In one ca.se tliere will be no secondary 
employment at all, namely, if the original production just covers 
the demand of the untm}doycd. If one million unemployed, 
selected from all trades in harmonious proportion, and equipped 
in a normal w'aj’ w ith buildings, machinery, land (or raw’ material), 
etc., are set to produce their own wants, just what they themselves 
and the owners of the buildings, etc. w ill buy if employed, we shall 
have equilibrium at once, and no secondary etfocts will follow. 
Ibit if the unemployed produce wliat they do not demand, partly 
or in full, the secondary em])loyment must continue, stage for 
stage, until a siiflicient amount of the newdy-created purchasing- 
]>ower is directed towards the original products. Now’ to save 
means to buy invested goods ; accordingly, the secondary employ- 



216 


THE ECON-OMIO JOURNAL 


[JUNE 


ment must continue until the total created income causes so much 
saving that the original investment can be paid, while the rest of 
the income buys the secondary production. So long as the 
investment is greater than the saving, the latent wants of the 
unemployed, which now become effective, are not satisfied, 
because the production of the wanted goods is just that amount 
smaller than their income minus saving as the investment is 
greater than the saving. (Income minus saving minus secondary 
production of finished goods = investment minus saving.) 

Some details must be added here. In the first weeks, before 
the latent saving is effective, a share of the wanted capital must be 
taken from the stocks, in stores, etc. If wo start with greater 
investment than the expected saving from all unemployed factors, 
inflation not equilibrium will result. There may be special ex- 
ceptions to the full employment of all, on account of the seasons, 
overcrowding in certain trades, etc. IVc also disregard the fact 
that secondary production may require capital for the expansion 
of factories, etc. (and that activity, therefore, does not create 
sufficient capital). 

The banks are probably not quite aware of this relation, that 
unemployed factors of production, consisting of a certain harmoni- 
ous composition, mean a latent power to save, and tliat it is this 
latent capital they dispose of when they expand credit. (What 
else should be the source of the new capital ?) They believe that 
they dispose of existing capital, namely, their deposits in other 
banks; but in reality they dispose of sometliing belonging to the 
future; experience shows them how much they can dispose of, 
and in normal times this exi)crience is almost sutficient ; but in 
abnormal times it would bo very useful if they had a full under- 
standing. Otherwise we run the risk of over -disposal or under- 
disposal. If they dispose of more than the latent saving we 
get inflation. 

However, at present there is much more danger of under- 
disposal. The objection to public works, that they take the 
capital from private activity, shows that people do not know how 
great a quantity of latent capital there is available for disposal 
when the world has so enormous a number of uiuunployed workers 
and machines. Certainly the international difficulties of isolated 
activity (see next section) makes the problem more complicated, 
especially last year, when it has been so difficult to borrow from 
abroad; but even before that, bankers were afraid of public 
activity. Then there is the danger that they should become so 
much impressed by the capital used by the public authorities that 
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they would reduce their credits to private investment, although 
the sum of both did not exceed the latent capital. 

Whether saving is useful or not also depends on the attitude of 
the banks. If the banks dispose of all the saving, and if they are 
ready to expand credit when saving becomes greater, then we can 
say to the public : You can be quite sure that your saved money 
will bo invested and give employment. But if the banks arc too 
careful, and if nobody dare borrow money or dispose of their 
deposits, then there is danger that saving will be in vain (as 
explained in tlic beginning of this section), because it will cause 
unemployment ; then the saving will be neutralised by the con- 
sumption of property by people w’ho have no income on account of 
the depression. Even in bad times there is much saving done by 
people with good and stable incomes, through forced amortisation, 
and through life-insurance, etc., with the result that there is a 
great danger that the capital thus obtained has not been used. 
It is the duty of the banks to keep employment so high that all 
available capital is invested. 

in. International Dieficulties 

The discussion about secondary employment began with the 
internal ional problem. When Mr. Kahn considers the diminishing 
intensity, he thinks of the share of the em^doyment which goes 
abroad. Here in Denmark the discussion was started by jieople 
who were interested in capturing work from other countries, and I 
answered them in 1928. A civil engineer, Mr. F. Johannsen, 
director of the Foj)cnhagen Telephone Company, maintained, that 
if we started (ca])tured) work for 109, this would result in a 
secimdary emjdoyment in Denmark of GO, this again for the 60 per 
cent, of the GO, etc., until the sum is 250 (as GO per cent, of 250 is 
150, or just the addition to the original 100; this corresponds 
with Jlr. Kahn’s formula). Mr. Joliannseii’s ligures were based 
on domestic statistics and estimates of the Danish share of the 
different expenses. I admitted that there was such a series of 
secondary effects, but that the right figure was probably 40 per 
cent., resulting in 1G7 (40 ])er cent, of 167 == 67). I reduced the 
figure from GO to 40 jier cent, because it was necessary to allow 
for the s.aving ; further, there are goods where greater eonsumi)tion 
means a smaller export — not greater production — because it is 
difficult for producers to expand ])roduction. And when we con- 
sider captured work (not new investment as does Mr. Kahn), we 
must expect a smaller export to the countries whose production 
we have captured. 
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Mr. Kahn considers figures for k between about 35 and 50 
per cent. ; if the latter figure is reduced, on account of saving, 
we shall get about the same as my 40 per cent. The total national 
employment, corresponding to this figure, is 167 ; but as the total 
employment for all countries from an investment of 100 is 400 on the 
assumption that 25 per cent, is saved, then the national employ- 
ment is less than one-half of the total employment.^ However, 
England as well as Denmark has a very one-sided production ; for 
most other countries T think we can get a greater share for home 
employment, and tlierefore I will sujDpose in the following that 
an investment of 100 results in a home employment of 200, or one- 
lialf of the total result. This means that the saving created which 
w ill appear in other countries will also be a half of the total saving, 
and, if we rely on the theory that activity is self-financing, we 
must borrow 50 of the invested 100 mill, from foreign countries. 
And this is very difficult at inesent. 

Further, it means, that if we wish to employ all our unemployed, 
we must start with an investment of 200 mill., resulting in a total 
employment of 800 mill., of which our own share is 400. The 
sacrifice of our taxpayers will then become doubkHl, and the 
foreign borrowing must i)e doubled. Probably the Minister of 
Finance will then prefer to give unemployment relief, as this 
requires much less money at the moment. In a giv(‘n situatioii 
here in Denmark, I calculated that si.x times as much money was 
wanted to create work rather than to give relief ; this is so because 
the relief is smaller than the wages, because factors of production, 
other than labour will also be employed, and because by buying 
imports of materials, etc., we spread employment toother countries. 
In another situation the ligiini would be diilcrent, and in a larger 
country, whose production is more many-sided, and which there- 
fore is more self-sup])orling, the figure' will bc^ lower. Put cvtTV- 
wdiere employment recpiir(\s a much gr(*ater outlay than relief. 

Let us nevertheless suppose that a country is willing to be 
active although other countries are not. Is this possible ? ( ^an it 

borrow^ the necessary ca])ital from abroad i It should be easy; 
for the first country creates saving in the*- otlu'r ; and when one 
country has a balance of payments of minus 50 mill., another, or 
several other countries must have a balance of plus 50 mill. 
There is no debtor without a creditor; and furthermore this 

' A fiirtli(!r rodiu-tion is roquirod if tho invo-stment ilsolf requires foroij^n 
rxiaterials. Hf}re it may added, that rouii trios with an export of buildii»|? 
materials and metals, etr.., make more than normal profits from the aolivity of 
other countries, and th(;rt*foro improve their balance of payments in prosperous 
periods. 
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follows from the theory of self-financing activity, and from the 
argument that no house comes into existence without an owner. 

It is like the clearings between the banks in a single town ; the 
sum of the minus-es is always equal to the sum of the plus-es, and 
the problem is, whether the banks with plus will grant credit to the 
other banks, and on what terms ; or whether the central bank will 
intervene. It seems even to be the moral duty of the other 
countries to grant this credit, for they must thank the activity of 
the first country for the fact that they have this plus in their 
balance of payments ; the active country renders the others a 
great service by giving them employment, income, taxes and saving. 
In practice, therefore, we often find that exports are stimulated 
by giving credit ; sometimes even States lend money to exporters 
for that purpose. (At the very outset the fortunate countries are 
almost compelled to grant credit for the difference, for international 
movements of capital are ultimately movements of goods, and this 
requires time. A sudden export of colossal quantities, and a 
sudden stopping of imports, cannot be supposed. If capital is 
transf erred by telegram from one country to another, at the same 
moment a credit of the same amount is moved in the opposite 
direction, and then the question is, whether the original transfer 
will cause an export of goods, by means of which the secondary 
credit is j)aid.) 

But the first country cannot rely upon this credit. Perhaps 
the country with the ydus is too distant ; or the two countries are 
not familiar with credit operations with one another; or the 
fortunate country may pi*efer to reserve the ])lus for her own 
activity, or to lend it to nearer countries. (This, however, would 
give the first country a chance to make u]) the deficit by exporting 
to those latter countries, which now become active.) It is too 
risky for vs to start, if we do not know where to get the credit from, 
and on what terms, 'riierefore we are all tempted to be as passive 
as one another, to the great injury of ourselves and the others also, 
because then they will not get employment from exporting to us. 

The worst of it is that the credit must be granted heforehtnd ; 
in advance of the capital coming into existence. If we could be 
sure that, wlien a country actually gets a plus in the balance of 
])aymcnts, it will lend it to the countries with a minus, on fair 
terms, this w’ould be sulficient— apart from the other kinds of risk, 
which are always connected with activity ; technical risk, price 
risk, risk that the saving will be smaller than expected, etc. But 
the credit system of the vrorld would have to be much more 
centralised before we should be able to rely on this. 
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In normal times much credit is granted beforehand, both 
within a country and from the more wealthy countries to others. 
In fact the granting of all new credit involves disposing of something 
belonging to the future; experience shows, about how much credit 
can be granted, and so when an investment is started, the amount 
of ouiTcnt and latent saving will appear to bo about right. But 
in such abnormal times as exist to-day y nobody dare grant credit ; 
they do not know how much of the saving, resulting from the 
activity of a ])articular country, will appear in their country 
(Denmark, for instance, gets her building materials from several 
countries) ; and a great deal of other necessary information is not 
at present available. And even if the banks themselves regard it 
as safe to grant credit, they may not dare to, because their de- 
positors, having less confidence in the foreign country than the 
bank directors, might recall their money. Then even the coun- 
tries whose taxpayers are willing to meet the eventual sacrifices 
must be cautious, with the result that the latent capital will not 
materialise. 

Thus there is a terrible competition between countries eaoh to 
be less active than the other ; this they regard as the only guarantee 
to avoid a negative balance of payments. Further, each State insists 
upon having a balanced account, and especially in having a balanced 
budget; in my opinion, at the present time, it is the duty of 
States to have a deficit — as this means employment for the 
workers and preservation of the latent saving ; on the other hand, 
a balanced budget has good psychological effects, especially if the 
State wishes to borrou\ The more States there arc taking up this 
negative policy, the more difficult it becomes for the other States 
to continue with public or jirivate activity, both because of 
psychological infection and because the other countries do not buy 
our goods. The ijossibilities of giving the unemployed income, 
and of increasing the property of society and the State without 
any burden, will then go to waste. 

IV. Isolated Activity 

As it is so difficult to get credit from abroad to-day, wo must 
consider what other means there are left, to finance our public and 
private works, if we wish to be more active than our neighbours. 
In many countries the gold reserves of the central bank are so great 
that its export can be a really important support for some time ; 
and I cannot see any serious argument against this use of these 
reserves. At the present time I should be more afraid of receiving 
gold. As long as gold is the legal standard of most countries, 
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although suspended in some of them, I regard gold as international 
money ; and money according to the current definition is something 
which wo receive, although we perhaps do not want it directly, 
with confidence that wo shall be able to buy what we want with it. 
The only practical use of gold in the reserves is to be exported in 
hard times. If we want goods from countries that will receive 
neither our goods nor our bonds as payment, we must send our 
gold. And then later, if the gold standard is maintained in most 
countries, we shall try to accumulate new reserves to be used in the 
next jHjriod of hard times, either by a surplus in the balance of 
payments or by borrowing. At present it is France and the 
United States especially which arc able to be active by aid of their 
gold reserves, but rIso several other countries. And if all these 
countries would be active by having confidence in their gold, 
they would mutually employ each other in such a way that very 
little gold would have to be exported. 

As it is so difficult to borrow at present, the idea naturally 
occurs of letting the State force on artificial saving by means of 
taxation or forced loans^ directed either against the taxpayers 
in general or against those who get employment through the 
public works. The city of Copenhagen, which had much w ork on 
hand w'hen the crisis began, has recently secured 15 mill. Kr. by 
extra taxation and 50 mill, by a local two-years loan ; this loan 
w^as originally intended to be 30 mill., but the citizens were so 
interested in these bonds that the city secured 50 mill. There is 
no doubt that by such compulsory or voluntary reduction of 
consumption we can improve our balance of payments ; and it is 
better that taxes should compel unproductive consumption to 
be reduced, rather than that the bank-rate should reduce product- 
ive investment. But if the purpose is of quite a different kind, 
namely, to increase employment, W’e meet a difficult question. Is 
it possible to augment employment in these ways, or will the tax- 
payers employ just so many fewer people ? It is obvious that there 
is more employment if money is only given to the unemployed in 
return for work, than if relief is simply handed out; but it is 
possible that this positive result can only be brought about if 
there is later to be a delay in employment when the taxes are 
collected for the relief w'orks. Further, it is obvious that if all 
workers and capittilists engaged in the building trade, directly or 
indirectly, giva credit for 20 per cent, of their wages, etc., and save 
this amount, the amount of capital required for four houses wrill 
now be sufficient for five houses. I caiuiot go into these questions 
further here, but only state my conclusion ; that there arc some 
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cases where we can augment employment in these ways; and 
other cases where we cannot, and that this depends on several 
factors, of which we may especially mention the velocity of 
circulation of money. However, secondary employment will 
rarely occur, and therefore good results can only be secured by 
such high taxes that we shall get into very great difficulties. 

When our activity results in an unfavourable balance of pay- 
ments, many think that it is most natural to restrict imports; 
and there are many ways of doing this. All countries have 
movements corresponding to “ Buy British,” and in all countries 
we find agitations for protective tariffs. In recent months there 
have been further total prohibitions set up against the importation 
of certain types of goods— especially against luxury articles; 
and such restrictions we meet not only in the customs houses, but 
also in the banks, where the buying of foreign exchange is denied 
to importers of luxury goods according to Government regulations. 
And finally the banks pursue a policy of credit restriction : not 
only is consumption checked, but also productive investment. 

To all these restrictions we must answer that a deficit in the 
balance of payments is due to a deficit in the balance of saving 
(apart from amortisation, etc., if this is regarded as an item of the 
balance of payment) ; the amount by which imports, etc., exceed 
exports + freight, etc., is equal to the amount by which invest- 
ment exceeds saving. If the amount of saving remains unaltered, 
the consumption of restricted goods will be reifiaccd by the 
consumption of other goods, so that either imports increase in 
other fields or exports decrease. Wc must therefore consider 
whether these restrictions have any infiuence on saving. If they 
provide the Treasury with income, this may easily result. If the 
restrictions are directed against goods uhich it is j)ossible to 
produce in the home country, it is likely that they wdll stimulate 
employment and, in that way, income and saving also, as is shown 
below'. But if the restrictions arc directed against goods which 
cannot be j^roduced at home, the result is less marked ; the goods 
w ill only be replaced by liome-produccd goods of other kinds to a 
lesser extent, w hile imported goods will fill the gap. 

We arc then, in quite a logical w^ay, forced to consider the 
possibility of creating employment by protective tariffs, or a 
combination of public works and tariffs. This combination is also 
considered by Mr. Kahn. When, by means of public works for 
100 mill., we create employment for 400 mill, of which 200 mill, 
goes abroad, then we can retain our balance, if we capture a 
further 200 millions-wortli of work from abroad — ^including the 
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secondary effects of what we capture directly, say 100 mill. We 
do not injure other countries, as they get plus 200 and minus 200 
mill, in their employment ; and we have equilibrium in our own 
capital market, for the expected saving of 25 per cent, of the 
200 + 200 mill, of new income will just cover the original invest- 
ment of 100 mill. In this way we lose a groat deal of the benefit 
from the international division of labour, but we gain through 
greater employment, and this will probably be the greater at the 
outset. Here we shall probably come up against the objection 
raised by classical theorists : that we cannot improve our balance 
of payments in this way, for if wc buy less from other countries, 
they will buy less from us. This is so ; but the sizes of the increase 
and decrease are not the same ; if it is possible to move employ- 
ment from one country to another with a net gain of employment 
as result — and experience proves this to be so — then wc have also 
moved incomes, and accordingly saving. And if the balance of 
saving is improved by sonic millions, the balance of payments is 
improved by just as many millions. 

Of course, we must be very careful to scle(;t the right trades for 
the tariff ; there arc some industries which wc should be able to 
secure by a tariff of 5 per cent, on the value of their goods, as they 
only lack just that much in order to compete with the imported 
goods; if these goods are sufficient to create direct work for 100 
mill., we do not need more. Should this not be sufficient, we shall 
let these industries keep their 5 ]>er cent, and give another group 
10 per cent., and so on until the 100 milt, are reached. 

However, other combinations (instead of pul)lic works for 100 
mill, and captured works for 100 mill.) may be better. If the 
factories in the adjoining trades are not equipped with sufficient 
unemployed or modern machinery for the expansion, they must 
increase their cnpaciiy ; this rec[uires new u orkers and neiv capital, 
and therefore it will be right to reduce the public works. 

But this policy is also difficult and has great disadvantages. 
Apart from certain trades, where special causes recommend 
protection, the loss in the international dirision of labour is per- 
manent, whereas the gain in employment is tcinixnarv in so far as 
it is likely that the depression u ill come to an end, sooner or later. 
Therefore we will return to the conclusion, that the best solution is 
activity in all countries; and the second liest is the granting of 
eredit. 

Thus we have repeatedly reached the conclusion, that if a 
single country does just what is wanted to cri'ate employment, it 
will encounter great difficulties, because otlier countries are less 
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active, or are unwilling to grant credit. The negative policy of 
other countries, therefore, greatly injures the State which tries to 
do the right thing ; it creates psychological infection, and it makes 
the task more difficult. Therefore international co-operation is 
desirable ; so it is fortunate that the International Labour Office 
has established a special committee at Geneva to study the 
question, and that this committee is in connection with the Credit 
Problem Committee. A report about “Unemployment and 
Public Works ” was issued in 1931. 

It is very desirable that this Institution should have an in- 
fluence on the policies of the various Governments. In all 
countries there are some parties and classes that are more interested 
in public works than others, and, as this policy is best for the 
whole w’orld, it is most desirable that these ])arties should get moral 
support from an international institution) indeed it should become 
a question of honour for all countries to take j)art in this activity. 

These credit problems should also come under the influence 
of the International Bank at Ilascl. If activity of a perfectly 
legitimate nature results in an unfavourable balance of payments, 
it will be this bank’s natural function to assist in the organisation 
of short or long term credits on fair terms. 

Jkns Warmino 

University of Copenhagen. 
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liiERE is a couvciiiciicc in beginning with an clcineiitary 
ro-statement of familiar monetary facts. 

In this country there is in existence a i^raclically fixed stock 
of about 400 million of notes ])rinted on paiDcr and some 50 million 
additional minor notes printed on metal. The former are tickets 
issued from the National Cloak Room in acknowledgment (a) of 
the deposit, l)y the Central Bank and the defunct Currency Notes 
Department, of 271 millions of securities and some 4 millions of 
silver coin, and (/>) of the deposit, by all and sundry, during the 
periods of monetary internationalism, of some 31 million ounces 
of gold. Siiicc^ September 1931 these tickiits have ceased to be 
utilisablc for the withdrawal of parcels from the Cloak Room; 
though the Central Bank has authority to change one set of 
securities for anotluT, if by so doing it can facilitate its perform- 
ance of its (eiitral Banking functions. The minor notes are 
issued by the National Mint on the principle that this institution 
shall not become a nuisance by turning out too many or too few, 
])ut aim at k(*ej)ing their hujuIkm* ap])ropriately proportioned to 
the number of major notes. (When the total of major notes had 
been reduced in the period 1920 S, it was found convenient to 
store, temporarily, a now redundant quantity of metallic notes in 
the National Cloak Room, where they are placed on the same shelf 
as the 271 millions of securities, and will be available when we 
enter upon our next p(*riod of monetary expansion.) 

The predominating element in the national currency consists of 
the deposit issues of the member banks. At the beginning these 
banks a]q)eared, along with the Bank of England, as a group of 
competitive institutions struggling for luotits, and for a con- 
siderable period failing, and rightly failing, to gain for their 
})rivatcly managed additions to tin; currency (whether in the form 
of noii-legal-tender notes or of deposits) the complete confidence 
attaching to the two legalised sets of notes. Tiikc the Bank of 
England, however, they have now* become public concerns, similar 
to the Port of London Authority and the Universities, though 
No. 16C. — VOL. XLII. 
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continuing in form to compete with one another in much the same 
gentlemanly fashion that Cambridge adopts in its endeavours to 
hold its own against Oxford. 

The currency that they provide consists of about 1,000 millions 
of circulating deposits (or “ current accounts It is convenient 
to picture these deposits as sheets of coupons carried about by the 
deposit-holders, 1 one deposit-holder making his payments to 
another by detaching coupons w'hich the other appends to his 
own sheet; though in actual practice the procedure adopted 
assimilates them to registered stock rather than to bearer shares, 
the process of transfer necessitating official investigation and 
endorsement. 

Of these 1,000 millions, some 150 have been sold to the public 
for cash, the “ depositors ” obtaining them by handing over 150 
millions of the small change provided by the National Cloak Room 
and the Mint. The remainder have been acquired by various 
processes of barter — the “ depositor,’’ for exanq^le, handing over 
his own promise to pay £1,050 next year, in exchange for a 
cii dilating deposit of £1,000, or else surrendering the ownership 
of other people’s promises (including the long-dated promises of 
joint-stock companies and the State) in return for a deposit. It 
is, of course, an illusion to supjiose that the public can obtain 
more than a trifling amount of additional deposits by the method 
of purchase — the deposit of money in the original sense of the 
word — unless the public as a whole is willing to subject itself to 
the inconvenience of always keeping its(‘lf unpleasantly short of 
pocket money and till money. 

"Jhese convenient substitutes for notes have been taken over 
from the deposit-manufacturers by the business, jirofessional, and 
rentier sections of the public in quantities conveniently propor- 
tioned to the community’s aggregate holdings of notes, much as 
(at another type of shop) certain customers buy typcwrit(‘rs 
conveniently proportioned in number to the community's aggre- 
gate holdings of pencils and pens. The convenient proj)ortion of 
typewriters to pens will depend on the community’s total out- 
put of written matter, the jiroportion of lengthy to scrappy 
jottings, and the proportions between the difTcrent types of 
literature })roduced (poetry, for example, obviously requiring 
something “ with a gauge and a chop])er to sec to the length of 
the lines ”). The appropriate proportion between circulating 

' Owing to the confunion of thoiiglit that the word produces in many minds, 
it is much to bo regretted that the term ** depositor ” should have come to he 
adopted to describe not the banking inaniifacturor of the deposit, but the deposit* 
rcfoivcr — much as if we referred to a person who buys fish as a hsher. 
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deposits and notes depends on similar considerations, and appears 
to have settled down to a figure of roughly 10 to 3 (the notes 
customarily held by the deposit-manufacturers being for the 
moment ignored). 

An awkward complication that mars the clarity of the scene 
results from the bankers maintaining the quaint practice (dating 
from the days of competitive banking) of allowing rentier deposit- 
holders to deposit their deposits in the vaults of the banks, and to 
claim a sort of blackmailing fee (called deposit “ interest ”) 
exacted under threat of demanding their cncasliment in notes. 
That this anti social practice should have been tolerated in the 
period of competitive fear was natural. But its survival to-day 
has in it an element of the grotesque. The fee claimed for non- 
use of deposit currency has, of course, nothing in common with 
interest paid for the use of capital ; the type of person who collects 
portions of other person's deposit-holdings and hands them over 
for safe-keeping to a bank supplies no resources to the banking 
system, and contributes nothing towards its smooth working ; and 
the payment to him of “ interest ’’ is as preposterous as would be 
a fee given by the monetary authorities to all persons who collect 
notes and sit on them at home, or who send them to the Issue 
Department and the Mint to be kept in vsafe custody for them 
there — a practice which no do\ibt would be defended on the ground 
that it enabled the Mint to print more coins and make more profit. 
From the individual banker's point of view it may seem a reason- 
able insurance ])remiuin against the risk of being compelled 
suddenly to sacrifice i)art of liis own holdings of Central Bank 
Dejmsits in favour of a rival bank. But if all banks refused hence- 
forward to pay this weird form of toll — as no doubt they would 
if the amalgamation movement among the banks were to end in 
there.being only one I 'niversal Amalgamated Joint Stock Bank — 
the rentier w ould hardly now take the trouble and risk of exchang- 
ing the deposit for a lioard of notes. Deposit interest ” is a 
})arody on interest payment .s ])roper, an internal survival similar 
in its disorganising efiects to the survival of reparation payments 
in the international sphere, both of them showing their worst 
features, partly as cause and partly as elToct, during a period 
of monetar}' ap})reciution. Kxcept by moralists who remain 
obsessed by the idea tliat abstinence per sc is a moral quality 
deserving of economic reward, much as war guilt is an immoral 
quality deserving of economic penalisation, this will hardly be 
contested. 

It is a curious situation that has been allowed to develop. 

q2 
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Defacing the notes has been made a misdemeanour. Privately 
producing additions to the two officially recognised note issues is 
a grave criminal offence. But wilful abstraction of the main form 
of currency ^om monetary use is not merely greeted with applause 
in the handbooks of proverbial wisdom, but actually entitles the 
obstructionist to the receipt of a pension. 

The correct policy for the banks would seem to bo to exact 
a small fee in connection with any deposit the average amount 
of which is very high relative to the turnover. If at the same time 
the State opened public safe-deposit institutions into which waste 
deposits (or their equivalent in notes obtained from the banks) 
could be dumped free of charge (but requiring notice of with- 
drawal), and arranged to lend back to the banking system the 
appropriate amount of new currency required to balance the 
currency abstracted, no danger of dislocation from note -hoarding 
could well occur. If the State demanded interest on these loans 
on the same scale as the tribute hitherto received by the deposit- 
holders, the net result would bo the equivalent of imposing a 
highly desirable levy, yielding about 20 millions annually, on 
monetary obstructionism. If no interest were cliargcd, or if 
rentier depositors allowed themselves to be mulcted by the banks 
for the safe-keeping of their hoards, the suggested alteration in 
banking practice would enable the banks to low er their customary 
charges for tlie creation and distribution of circulating dcqmsits 
(perha})s, even, if they thought lit, to assign a bonus instead of a 
'' bank charge to those deposits that were subject to s])ecially 
rapid or specially even turnover), and sliould therefore be as 
welcome to the active section of the community as to the share- 
holders of the banks. ^ Incidentally it might slightly im})rovo the 
position of the London Money Market in dealing with “ bad 
money’' (the forcjgn-own(‘d portions of the English currency); 


^ A slight modilicatiuii of this proposal would ho tho iustitupon of a now 
Bcrios of Savings Certificates winch might ho arejuirrd in iinliinito<l amounts by 
individuals and comjianies, bearing interest at something loss than I per cent. 
Tho effect of this, when deposit interest was no longer oliininublo from the banks, 
upon tho Treasury rates for borrowing, an<l upon tho possibility of War Loan 
conversion, requires no elaboration. (As fust as Pijl>Iio Deposits at tho Bank 
of England grow they could bo used in tho purchase, for eancoliation, of War 
Loan, — thus automatically rodmilding tho Bankers' balances at tho Dank, as 
fast as tho action of tho previously passive deposit holders depleted them.) 

Alternatively, tho present limit on xiublic Savings Bank deposits might bo 
removed, deposits in excess of the present maximum receiving a nominal rate 
of interest. 

Either of those dovif’os should satisfy tho saving person who lias an obsession 
in favour of always being sure of having to his credit an undiminished nominal 
capital sum. 
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though movements in the international ownership of parts of the 
currency (often misleadingly described as “ movements of short 
funds ’’ from centre to centre) would still continue to produce some 
of their customary effects on the foreign exchange quotations. The 
Central Bank, being now admittedly a pu)>lic concern, has ceased 
to pay tribute on deposited deposits. Was there any real national 
advantage gained by the temporary abandonment of this principle 
in favour of foreign deposit-owners during the interval (1014-25) 
between the two p(U*iods of experimentation with monetary 
internationalism ? 


II 

The total currency is made up of circulating deposits, paper 
notes and metallic notes — resembling pounds, shillings and pence, 
in descending order of importance — and changes in the aggregate 
begin with expansions and contractions of the pounds, the quantity 
of the shillings and the i)ence being more or less mechanically 
adjusted to these ex])ansi(>ns and contractions. The possibility 
of any arbitrary ex})ansion of the pa])er notes in advance of an 
expansion of the deposits is as unlikely as the possibility of the 
Mint expanding the metallic note issue out of ])r()portion to the 
other tyi>es of money. 

The total note issue (if pure hoards be ignored) gets distributed 
into : (1) pocket money held by the wage-earning class for all 
types of personal and domestic expenditure, and by the deposit- 
holders for miscellaneous minor expenditure (including relatively 
major expenditures in the holiday seasons when the depositor 
invades unusual t\qies of sho]> or unfamiliar parts of the country 
wheitj the validity of his circulating deposit is unrecognised) ; 
(2) till money held especially for change-giving purposes in shops 
(including, of course, such places as the railway and theatre 
booking-ollices, the travelling tills of 'bus-conductors and news- 
boys, and the post ollices with their adjacent savings-bank 
de])artments), and in employers' ollices for minor business expendi- 
tures; and (3) bankers’ till money. 

At the moment of changing ownershi]), the individual note 
may be business money in the hand of the giver and domestic 
money in the hand of the receiver, or domestic money in the hand 
of the giver and business money in the till of the receiver. Each 
week-end some 30 millions of bankers' till money becomes for a 
few hours employers’ business money bef(U*e being transmuted 
into wage-earners’ domestic money; and tlien, after a short 
interval, reappears as till money in public -houses, cinemas, and 
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Other shops, from which it is rapidly passed back to become 
bankers’ till money again. This regular weekly tidal movement 
has its analogue in the annual tidal movement (mentioned in the 
previous paragraph), which is reflected in the Bank of England’s 
December returns. 

The relative proportions of the notes held as shop till money 
and as domestic money must obviously bo affected by every 
change in the number of shops and their topographical distribu- 
tion (including their proximity to branch banks holding reserve 
till money), in the number of employees who become deposit- 
holders, in national habits of spending (for example, changes in 
the amount of internal travelling and tlie types of travel expendi- 
ture), in the mutual courtesy and obligingness of adjacent shop- 
keepers, and ill shopkeepers’ habits of credit giving. Similarly, 
the total of bankers’ till money w^ould be affected by changes in 
the number of bank branches and the readiness of nominally rival 
branch establishments to supply one another with notes, as well 
as by all the clianges affecting the proportions between shop 
money and domestic cash. 

The three quantities (pocket, shop, and bankers’ till money) 
mutually govern one another, after the fashion in which Marshall’s 
three round bullets at the bottom of an egg-cup mutually control 
one another’s positions. 

Out of all these mutually interacting forces there must emerge 
an indispensable minimum figure for the banking till money. 
The customary total appears to be about loO millions (probably 
reaching a weekly maximum on Fridays and a minimum on 
Saturdays, and an annual minimum at the Christmas end of the 
year), of which total some 30 to 50 millions may be in the (.’entral 
Bank. 

The shopkeeper requires miscellaneous till money in order to 
give change to the customer who ])resents a large note wlicn 
making a small purchase. The banker requires till money because 
he is under a contractual obligation always to give on demand 
change in the form of notes in return for deposit certificates brought 
in (for destruction) by deposit-holders or their nominees. The 
main purpose in either case is the necessity of avoiding inconveni- 
ence to the shop’s customer or the bank’s client. Unless there is a 
serious possibility of violent change in the currency habits, not of 
the individual erratic client, but of the community (such as 
necessitated the moratorium decrees of August 1914), the till 
money serves no further purpose. 

Each member bank, however, combines together in a single 
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Statement its individual holdings of till money with its holding 
of deposits created by the Central Bank ; and the Central Bank 
has a very fluctuating holding of till money. From the figures 
published in the Macmillan Committee’s Report, this seems to be 
due to the mechanical way in which the member banks keep their 
monthly averages almost absolutely stationary, their branches 
serving as passive channels through which the Central Bank 
seasonally pours out and receives back the notes that members 
of the general public periodically insist on handling. 

The bankers’ holdings of Central Bank deposits are required 
for clearing-house purposes, i.e. for the mutual convenience of the 
banks in their dealings with one another. Once the average 
amount of these for each separate bank has been established, any 
change arbitrarily made by one must produce effects on the 
operations of the other four. Thus if one of them reduces its 
“ reserve proportion ” (i.e. decides to expand its issue of deposits 
without waiting for an expansion of its “ balance at the Bank ”), 
it not merely inflates the total of the national currency, but 
increases the Central Bank balances of the associated banks in 
proportions similar to that ultimately reached by itself, so that 
all alike are enabled to work on a slightly enlarged scale and to 
claim the applause of their shareholders for gaining enlarged 
profits. It is perhaps an advantage of the system, making for 
currency stability, that gloomy views held by the heads of one 
bank (as shown, for instance, by an unwillingness in a period of 
trade depression to issue deposits to its shareholders in the form 
of dividends) may be partially counteracted by the less dyspeptic 
views of the heads of another. 

The inference would seem to be that no member bank should 
be permitted of its own initiative to increase or diminish the 
figures of Central Bank deposits and of current accounts that it 
has once chosen to establish. Whether its proportions are the 
same as, or different from, its neighbours’ seems to be a matter 
of little importance ; and whether the combined percentage figure 
of the five banks is large or small seems also to be a matter of 
indifference, since one established j)rice level is as gooil as another 
once it has been unmistakably firmly established (account, of 
course, being taken of the periods within which, and relating to 
which, the bulk of existing debt contracts has been entered upon). 
If the combined percentage figure is reduced below' its present 
level, the accompanying expansion of deposits would require an 
expansion of the note issue ; and unless this expansion of the notes 
could take the form of an increase in the metallic portion of the 
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issue (by the adoption, say, of Professor Cannan’s suggestion of 
the minting of metallic notes in denominations overlapping the 
lower denominations of paper notes), the foreigner would perceive 
that we were committing the crime of “ inflating,” with the usual 
effects on the external valuation of sterling. 

In all such matters, the banks being now public concerns, 
the personal interests of shareholders are as irrelevant as the 
personal interests of the proprietors of the Bank of England are 
now admitted to be at the meetings of the Bank Court. 

Since the till money is not required for inter*bank settlements, 
and the Central Bank deposits are not held for the convenience of 
deposit-holders, it is strange that the regulation of those two totals 
should continue to be treated as a single problem under the mis- 
leading title of ‘‘ bank reserves.” (Indeed, the former might be 
as appropriately denominated the ‘'reserve” of the shopping 
system as a ‘‘ reserve ” of the banking system.) The ora of com- 
petitive banking having passed, neither of these “ reserves ” serves 
any purpose as a means of preventing the “ failure ” of banks. 
The banks are debarred from experiencing the thrills of failure 
by the insistence of the business community on having deposit 
currency for the settlement of a certain ])roportion of its trade 
transactions, and by a tacit agreement that our deposits are an 
integral part of the monetary system. If the clearing-house 
claims of a creditor bank on a debtor bank could not be mot, the 
creditor bank would instinctively behave as generously as if the 
debtor bank wen; a heavily overdrawnand teinporaril yembarrassed 
joint-stock company whose failure would dislocate business over 
wide circles. For the failure of one bank would involve the failure 
of all, and the banks could therefore be depended upon to ignore 
the claims of competitiveness and present a unitiul front in the 
unthinkable contingency of one of them being threatened by any 
form of public panic. At the worst, a bank that found itself on 
the point of upsetting the whole system by allowing its share of 
the total of Central Bank deposits to fall to zero ^ would probably 
be compulsorily ab.sorbed by the other four, its shareholders 
impoverished by the drastic writing down of their shares, and the 
directors subjected to the extreme penalty of a life-sentence of 
public ignominy; but without its deposit issues losing their 
validity. For politicians could be depended upon to accept 
meekly any legislation put forward by the bankers as necessary 

‘ Seeing that distrustful deposit -holders would have no motive for increasing 
their holdings of notes, but would rather open accounts at neighbouring branches 
of other banks, transferring their funds by cheque, it would practically bo only 
at the last stage that there would bo any raids on the till money. 
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for the salvation of the system, oven as they responded with 
submissive promptitude to the S.O.S. thrown out by the Central 
Bank last summer. 

Unless the word “ failure ** can be stretched to cover such 
experiences as that which befell the Central Bank in September, 
English banks, being public concerns, cannot fail, except in the 
limited sense in which a shopkeeper may be said to have “ failed ” 
if he accidentally allows his till to run dry. When the next 
Labour Government amalgamates the Central Bank with all the 
other banks in order to establish the People’s Universal Provider 
of Capital (Unlimited), the “ reserves ” will be clearly seen to 
consist merely of money in bearer form held for the convenience 
of those who prefer to have it temporarily in this shape rather than 
as registered stock and the word ‘‘ reserve ” will probably be 
droj)ped out of use as a misnomer. 

The conclusion seems to be that there is an indispensable till 
money proportion forced upon the banks by the habits of the 
community, and an indispensable Central Bank money proportion 
forced upon each of the l)anks by the habits of the other banks. 
And it seems riglit that the bank authorities sliould adopt conven- 
tional iigures wi*ll above these indispensable minima; for the 
banks share with the ^lint and the Issue Department the task of 
ensuring the genuineness of our total currency. And as long as 
our two note issues cost as little as they do to nianufactiire, there 
would bo no appreciable waste if the bankers raised their con- 
ventional reserve proportion to several times its present figure 
(provided, of course, that this were done by the central authorities 
expanding the notes and not by the banks contracting their 
deposit issues). 

As regards the 900 tons of the Sacred ]\[etal that, in all rever- 
ence, w'c have laid before the Central Altar of the Gods that w^atcli 
ov(^r national prosperity, it w'ould seem rash to make any serious 
change, lest the light of their countenances should be turned from 
us. But the amo\int of our oblation is probably sutlicient w'hat- 
over developments our currency system may undergo. This, 
how'ovcr, is a matter that it is j)erha])s more becoming for economic 

^ Perhaps it was some such idea a'< this that loii tho fssiio I.)t?partmeiit to print 
on those useful green oblongs ; “ Pn’nniso to pay the Hearer Ono Pound.” 'iho 
only kind of pound (other than anotlvT green promise to pay another pound) that 
the Bank is entitled to hand over (oxeept for less than tlirce notes presented at 
one time) seems to be one pound of n‘gistercd-st ock money. Has any ono had tho 
courage to tost this possibility by proposing nt tho Bank s counter to open a 
current account for £l T (“ How will you take it. Sir ? ” “ Fifteen shillings in 
rt'gistered-stook money, please ; an»l the rest in silver "). 
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investigators to refer to the theologians than to attempt themselves 
to decide. 

Ill 

The English currency system has grown up as an outcome of 
English domestic and business habits, the banks acquiescing, and 
adjusting themselves to the public convenience by keeping their 
appropriate share of bearer money and creating the appropriate 
volume of registered-stock money, so that the fundamental English 
proportion of 10 to 3 should not be inti^rfered with by any arbitrary 
action on their part. 

In America a fairly similar set of customs appears to have 
precariously established itself, but the currency system seems still 
to be in the adolescent phase of sulTering spasmodic attacks of 
loss of deposits. In Europe the proportion that the total of bearer 
money bears to the total of deposit mone>y varies from country 
to country, but in general reaches a figure which to English eyes 
is large : and there is always the possibility of evolution in the 
direction of higher or lower figures. France, in spite of its being 
a country of considerable economic strength, appears to have 
developed a morbid Ijias in favour of hoarding bearer money : 
a unique combination of national eharaoteristics, which enables 
the French to divert any international money from its economic 
function of serving as a measure of value to use as a diplomatic 
weapon. Asia still persists in hoarding silver and gold, though 
it may come to develop along ditTerent lines, ceasing in monetary, 
as in other matters, to bo “ the unchanging East.”^ 

^ What constitutes thvy intornntional offoneo of “ silting on gold ” ? Does 
tho charge refer to (a) what a country ordinarily docs, or (b) wdiat it duos during 
a period of appreciating gold ? Are we to compare tho total gold held in the 
delinquent country with that held in others; modifying tho charge by reforoneo 
either to (1) tho country’s population, or (2) tho total volume of money w^ork 
done within the country, or (Ij) tlio volume of international money work with 
which this country’s monetary system is specially concerned ? The gold holding 
of the country, inoroover, may bo dividcfl into : (I) gold heltl by its banking 
system, either (a) in accordanco with tho Jaws imposed by tlio community, or 
(6) customarily in excess of legal requirements; (II) private hoards of gold 
(including gold plate, etc., tho valuo of which only slightly exceeds tho value 
of its metallic; contfiids, so that tho hoarder thinks of it as potential money); 
and (III) utilitarian holdings, such as dental gold and other works of art in 
which tlie workinansliip accounts for a largo percentage of the valuo. (Dental 
gold in cemeteries —possibly not negiigihlo in America — and hoarded gold certili- 
catos are diflicult to classify.) We need also to ask (tlioiigh tin's is almost a 
restatement of our first question) w'hethcr it matters what a community’s laws 
and customs are, provided they are stable; or whether tho gravamen of the 
charge is tho instability of its conduct, disappointing tho legitimate expectations 
of other countries by unheralded changes in its banking and currency laws or 
by its changeablencss as regards hoarding and dishoarding during periods of 
monetary appreciation and depreciation. 
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These contrasts need to be borne in mind if the present period 
of monetary calm should come to be disturbed by renewed agita- 
tion in favour of our entering again into equal partnership with 
other countries and agreeing to regulate our national monetary 
requirements in accordance with the vagaries of a standard 
subjected to all sorts of incalculable currency developments 
abroad. Is it going too far to assert that no country that has 
failed to maintain for several successive decades a currency system 
capable of reasonable predictability of behaviour can safely be 
taken into equal partnership by a nation desiring a quiet life ? 

No doubt the absence of internationalism means the existence 
of fluctuating exchanges ; and the business man who has once 
become habituated to the simplification of his accountancy that 
artificially stabilised exchanges bring with them is naturally 
irritated at the renewal of “ instability.” But would he pro- 
test so strenuously if ho realised that a large part of his diffi- 
culties in dealing with bank managers — the instability of their 
attitude towards his requests for accommodation, and the in- 
stability of their views as to what constitutes a fair banking 
charge — has been due to their concurring in his desire for simplified 
foreign-exchange arithmetic ? 

No doubt there are national advantages in our having a 
smoothly working international money market situated in London. 
But may not these bo over-estimated by the experts who have 
given evidence before the ^lacmillan Commission? Certainly 
the (Hrerf loss that would be incurred if we did without all the 
imports obtained by the export of money-market services would 
l)e easily outweighed ])y the damage done to the national dividend 
by the loss of the output of that part of our resources (especially 
labour resources) that were eontiniially finding themselves 
immobilised by the requirements of monetary internationalism. 
There seem to be sufficient non-monetary forces always present to 
endanger the continuance of any hap])y period of economic 
ju’osperity and })r()gress. Must we solemnly consider any pro- 
posal that we should add to the burdens on our shoulders by 
declaring ourselves prepared (as in the American crisis of 190 <) 
to upset our monetary system and check our production of wealth 
in order altruistically to come to the a.ssistanee of floundering 
currency systems abroad ? 

In my opinion — for what it is worth — the recurrent monetary 
crises of the greater part of the nineteenth century, accompanying 
(partly as cause, and partly as effect) the unavoidable periods of 
mal-investment that belong to every era of rapid economic develop- 
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ment, wore largely an outcome of the difficulties attaching to the 
evolution from an A1 Capone phase of competitive banking to 
the modem phase of co-operating public concerns, — ^from a turn- 
pike road era to the ora of a National Road Fund. In the last 
thirty years before the Great War the international standard no 
doubt worked reasonably well ; though the rising importance of 
America (as shown by the crash of 1907) was gradually beginning 
to threaten its suitability as our future measuring rod for contracts. 
The weakening of our relative position in the world since 1914 has 
made a permanent return to it impossible. 


Leonard Alston 



MONEY AND CAPITAL : A REPLY 


1. With an article devoted to a critical discussion of my 
Prices and Production, Mr. Sraffa has recently entered the arena 
of monetary controversy. ^ There is no denying the fact that 
reviewing books on money, at a time when monetary theory is in 
a state of violent fermentation, is not an easy, and pcrhajis not 
oven a pleasant, task. I can easily understand ^Ir. iSraffa being a 
little upset at having spent so much time on a work from which 
he has obviously derived no profit and which appears to him 
merely to add to the prevailing confusion of thought on the 
subject. But it seems to me that, in expressing indignation 
without making his owm position quite clear, he has run the risk 
of doing himself less than justice and of taking up a position wdiich 
is, to say the least, somcw'hat confused. I am not anxious to 
indulge in controversy for its own sake. But it seems to me that, 
in replying to Mr. vSraffa’s strictures, I may be able, not only to 
defend myself against what appear to me to be needless misunder- 
standings, but also to make clearer certain matters w'hich do 
present, to use Mr. Robertson’s phrase, “ appalling intellectual 
difficulty.” Heiiee 1 have asked the Editors of this Journal to 
give me space for reply. 

Mr. Sraffa objects that I tried to say too much in four lectures, 
but his criticism really demands that I should have said a great 
deal more. In fact, many of his objections concern points which 
arc implied rather than .specifically developed in Prices and 
Production, this being partR due to tlic fact that I had discussed 
them in some detail elsewhere and partly to the fact that I thought 
that they must be sufficiently clear to an economist without 
further elaboration. In fi sliort reply it is obviously impossible 
to discuss the relation between tlie general theory of equilibrium 
and the theory of money — one of the points on which Mr. Sraffa 
* disagrees w'ith my method of approach. Fortunately, however, a 
translation of my earlier treatment ^ of these prolegomena to a 
discussion of the role of money in the theory of industrial fluctua- 

» See his article, Dr, Uayck on Money awl Capital, Economic Journal, Vol. 
XLIT, No. 105, March lUJJ, pp. 42 d scq.; Vol. XLII, No. 105, March 1932, pp. 
42 ct seq. 

* Qeldthcorie und Konjunkturlhcorie, Vienna 1929. 
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lions has just been completed, and will be published before very 
long ; so that I hope I may be permitted to refer Mr. Sraffa to this 
book for a reply to his methodological criticisms, and to ask him 
to return to the points which I do not discuss here should he still 
feel dissatisfied. 

If he does so, I should also like to ask him to define his own 
attitude to these problems more clearly than he has yet done. 
From his article one gains the impression that his attitude is a 
curious mixture of, on the one hand, an extreme theoretical 
nihilism which denies that existing theories of equilibrium provide 
any useful description of the non-monetary forces at work ; and, 
on the other hand, of an ultra-conservatism which resents any 
attempt to show that the differences between a monetary and a 
non-monetary economy arc not only, and not even mainly, “ those 
characteristics which arc set forth at the beginning of every text- 
book on money.” I am, however, not quite sure whether Mr. 
Sraffa has perceived that the refutation of this idea is one of the 
central theses of my book. What he certainly has not seen — 
though I should have thought that this was a rather obvious 
point — is where tlic essential differences between a monetary and 
a non-monetary economy are to be sought. I have been assuming 
that the body of existing pure economic theory demonstrates that, 
80 long as we neglect monetary factors, there is an inherent 
tendency towards an equilibrium of the economic system; and 
what I tried to do in Pricers and Prodnetion^ and in certain earlier 
publications, was to show that monetary factors may bring about 
a kind of disequilibrium in the economic system — which could not 
be explained without recourse to these monetary factors. T do 
not quite understand whether Mr. Sraffa thinks that, in order to 
show this, it w'ould have been necessary first to re-state the whole 
of equilibrium economics. I thought that this w'as not only 
impossible within the limits of a small book, but also quite 
unnecessary. 

Mr. Sraffa ’s suggestion that I am surreptitiously shifting my 
position from the theoretical analysis of “ neutral ” money to the 
defence of one particular maxim of monetary policy is entirely duo 
to his misunderstanding of this i)oint (p. 43). 1 am, indeed, 

assuming that it is generally thought desirable to avert any 
developments which lead the system away from an equilibrium 
position, and which, therefore, make a revulsion inevitable sooner 
or later. But there is no justification for the suggestion that, 
after this, my exposition illegitimately takes certain aims of 
economic policy for granted — which 1 assume “ will be found 
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desirable by every right-thinking person.” However, I must not 
devote too much space to these general methodological questions, 
but must turn now to Mr. Sraffa’s criticism of more specific points 
in my theory. 

2. It is against two cardinal points in my theory that Mr. 
Srafla directs most of his criticism : one being the concept of a 
money rate of interest which is different from the “ equilibrium ” 
rate — a concept which it has in common with the theories of a 
number of other contemporary writers — the other being the 
tendency for capital accumulated by ” forced saving ” to be, at 
least partly, dissipated as soon as the cause of the “ forced saving ” 
disappears. This latter point is, in a certain sense, a peculiar 
characteristic of my own theory of the credit cycle, since it has, so 
far as I know', never been as explicitly stated before ; and it is 
upon the truth of this iioint that my theory stands or falls. 
Following the order of Mr. Sraffa’s criticism, I shall deal with this 
latter point first. 

Before it is possible to reach the central point, however, it will 
be necessary to discuss two closely related questions w^hich are 
essential to the understanding of the main problem — in spite of 
the fact that Mr. Sraffa considers them to belong to the “ pre- 
liminaries ” which he thinks “ so utterly irrelevant ” that he 
relegates them to two footnotes (pp. 45, 46). In Prices and 
Production I have used the concept of the proportion between the 
demand for consumers’ goods and the demand for producers’ goods 
in tw o senses — a “ real ” and a monetary one. This procedure w as 
justified by a special simplifying assumption, on w hich the greater 
part of the argument was based, and Avhich made the two pro- 
portions identical. In the real sense, the concept of this propor- 
tion corresponds ^ to the concept of the average investment 
period, as is easily seen when w'c regard all goods and services 
which are already w itliin a unit period of time of becoming ripe 
for consumption, as consumers’ goods; and all other unfinished 
goods and servii*es as producers’ goods. Then the proportion 
between the amount of consumers’ goods and the amount of 
producers’ goods existing at a moment of time (recpiired in order 
to continue production by the same method) will correspond 
(except for a small difference w hicli stands in a definite relationshij) 
to the arbitrary unit period chosen) to the average investment 

' This is strii’tly inio only if tho proportion is oxprossod not as a simple 
nlgrViraical cxprosHion, but as a cliflon'iilial quotioiit tbo fiiuction expressing 
tlic rate st whieii the original fa<'tor» are apiiUed during the produotioii period. 

the German edition of the liook in question ; Preise umt -ProiUiktion, Vienna 
1931, p. 39. 
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period measured in the same units. The proportion between the 
demand for both types of goods and services, as exercised in the 
form of money offered for them, will correspond to the real pro- 
portion wily under the special assumption made for convenience 
of exposition in the earlier parts of Prices and Production, viz. that 
all goods and services used in the process of production are 
exchanged against money every time thej’^ advance one unit period 
of time nearer to the consumption stage. That this is a case 
wdiich is hardly ever likely to occur in the real world is obvious 
from the fact that it could never occur where any of tlie durable 
goods used last for more than one unit jjoriod of time. And I 
think that I have amply indicated in Prices ajid Production that, 
in the real world, the monetary j)roportion will be very different 
from the real proportion.^ 

But the first essential point which IMr. Sraffa seems to have 
overlooked is that there is some relation between the monetary 
and the real proportion in the sense that a change in the fonner will 
tend to bring about a lilvc change in the latter. Of the fact that, 
whcii once this simplifying assumj^tion, made in the earlier part 
of Prices and Production, is dropped, this relation becomes 
extremely complex, nobody could bo more conscious than I am. 
But how Mr. Sraffa, in view of the discussion of this point on 
pp. 104-6 of Prices and Production, could suggest that I have 
overlooked it, is beyond my comprehension. In any ease, it is 
the demand as expressed in money which detmiuines the prices of 
goods in the successive stages of production, and it is these relative 
prices which determine the physical (piantities of goods directed 
to the several stages. 

The second essential j)oint on which .Mr. Sraffa has obviously 
misunderstood me concerns the reasons why these ])roj)ortions 
(in the first instance the monetary proj)ortion — which will lead 
to a similar change in the real proportion) may alter. The 
monetary proportion (for the system as a whole) is the proportion 
between the sum of the amounts spent by individuals on consumers’ 
goods and the sum of the amounts spent by them on producers’ 
goods ; and it may therefore alter either in consccpience of a change 
in the proportion of their income which individuals devote to each 
of these objects of expenditure, or in consequence of a change in 
the relative amount which the different individuals have to divide, 

' Cf. j)p. 42, 013, 105. r .should liko to take this opportunity of particularly 
BtrcBsing tlio importance of tho qualifications introduced in locturo IV of Prices 
and PrndurAion wliich Mr. Sraffa lias entirely neglocjtod ; for, if these qualifications 
are overlooked, tho^argument of tlio earlier lectures, which was based on highly 
simplified as.sumptions, must of necessity seem somewhat unrealistic. 
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i.e. a change in the distribution of purchasing power, llr. Sraffa 
must have overlooked this when he accused me of making con- 
tradictory statements in connection with the question as to w'hethcr 
it is the decisions of entrepreneurs or those of consumers (or both) 
which determine the changes in tlie proportion (p. 45 n.). In fact, 
of course, entrepreneurs arc also consumers — though not all 
consumers are entrepreneurs — and individuals of both groups may 
change their proportions ^ (by saving or consuming capital) ; 
but the social proportion may be alfectcd not only by the decisions 
of individuals, but also l>y cdianges in the buying power of dilTcrent 
groups of individuals — due to additions of new money. 'Now the 
essential point to note here is that the additional money is, in the 
normal course of things, lent to somebody who, at that lower rate 
of interest, is willing to invest more money than before — and to 
borrow for this purpose.^ As I think I have sufficiently 
cmj}hvisiscd in Prices aiid Prod ltd io7i (cf. e.g. p. 11), it is the fact 
that, when additional money is lent at interest to the highest 
bidder wo are able to dra\v certain general conclusions as to wdiere 
it will be used, which enables us to analyse the effects of the 
increase of money beyond mere generalities. If it is used — and 
in this case there is every likelihood that it w ill be so used — to 
j)urchasc more producers’ goods, a further train of effects W'iU 
inevitably follow, w’hich may be summarised as temporary forced 
saving, with a sul)se(pient destruction of at least part of the 
capital so aceumulafed; or as a misdirection of production with 
a consequent crisis. 

3. To sim])lify matters for the analysis of the process of 
“ forced saving,” it is exj)edient to start from a situation where 
no new savings are accumulated and where, therefore, the pro- 
portion is entirely determined by w hat is necessary to mamtain 
the existing capital. This means that persons w ho possess capital 

^ 1 cli> not uiulcrislaiid w hy Mr. SralYa sliouKi that a (■(Oisuiaor who is 

not nn c*ntivi)n'nour will not iho j»roj)orl ion hctwivn tho (ii. /naii(l for con- 

Miinors’ gooiis and llu* ilvinaiid for iwodiu-iM’s' ^ood by Ins ilfcisiun to save. It 
is certain that wlu'u lie i!i\csts his savin,\^-i hy londiiis:; llioiii out at inti'ivsl lio i:^ 
instruniontal in dircclinjj; part of his nioiu*y iiu'Oiiu' to ihc [unvliasc of proiUiccrs’ 
floods, without hiiiiscll hccoinin{^ an cnln'i»rcncui’. 

^ I do not suj^gcsl , aiul my arj^imicnt docs not rest on the as^uniptiuii, as Mr. 
believes, that I ho banks have ‘Mho to st.ttle tlio way in which 

money is spout ” (i). 411). The only ossinlial assumption which 1 uciually make 
is that irioiie^' lent at inU*rost will normally, for the reasons iliscusscd in the text, 
go to the purchase of iiroduccrs’ gooils. It is, Iiowcvcr, possible that tlic loans 
arc made in such a way that, they are useil to increase the demand for consumers’ 
goods; c,(f. when tht'y an* madt* to tia* government in order to ini'roase tlu^ 
salaries of civil servants. 'I’hal. I do discuss the case of consumers credits separ- 
ately is due to the fact that it has aetually been suggestcil tlmt^ve shouhl “ main- 
tain purchasing jiower *' by tinani-ing consumption in this w'ay. 

No. 1G6. — VOL. XLll. 
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must consume only their net income from that capital, and re-invest 
such parts of their gross receipts as are necessary to keep the 
capital intact. Now if, through a relative lowering of the money 
rate of interest, people who find it profitable to invest at that rate 
borrow additional money from the banks (i.e. money which has 
not been saved but which is the product of credit expansion), then 
the proportion of expenditure on producers’ goods to the exi)endi- 
tiirc on consumption goods will be raised, prices of producers’ 
goods will rise and their production will increase relative to that 
of consumers’ goods. 

Every individual entrepreneur can increase his real capital 
only by spending more on capital goods and less on labour ^ used 
in current production (or, what amounts to the same thing, more 
on labour whicli is invested for a relatively long period). He can, 
however, spend more on capital goods than on wages only so long 
as wages have not risen in proportion to the additional money 
which has become available for investment. Ultimately, incomes 
must rise in that proportion, since even the money used for the 
pun luise of new capital goods must ultimately be paid out to the 
factors whicli make these new capital goods.**^ Hut they will rise 
to the full extent only when all the new money has passed back- 
wards through the successive stages of production until it is finally 
paid out to the factors. There will, therefore, always be a con- 
siderable lag between the increase in the money used for pro- 
ductive purjioses and the corresponding increase in the incomes of 
the factors — and consccpient increase in the demand for con- 
sumers’ goods. And, so long as money keej)s on increasing (and 
for some time afterwards — because of this Jag), tlie demand for 
producers’ goods will be increased relative to the demand for con- 
sumers’ goods. Hut as the elicct of this ris(^ in wages is no longer 
compensated by new money becoming available for investment, 
a point must come when the proportion of his money receipts 
wliich is left to every individual entrepreneur to spend on capital 
goods is no greater than before. 

This is modified only to the extent that entrepreneurs may not 
consume part of the extra profit made during that period, but may 
invest it. In such a case, the shift of incomes from a class less 
inclined to save to a class more so inclined will ultimately have 
produced some real saving. Hut, as Mr. Sraffa rightly remarks, 
it is not necessarily true that the jicrsons who now possess more 

^ Tho term “ wages *’ is used tliroughout this discussion as a short term for 
the remuneration of all the original factors of production used. 

* Except for such amounts as may be absorbed in cash hoUlings in any addi- 
tional stages of production. 
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capital will, in consequence, get a greater proportion of the total 
real income (p. 47 n.), and, in any case, the effect of this can hardly 
ever be sufficient to x^revent any increase in the relative demand for 
consumers’ goods. 

Now, before wages rose in proportion to the increase in money 
(and, therefore, all the time when money kept on increasing at a 
constant or increasing rate), although the increased amount of 
money capital in the hands of entrepreneurs had put tliem in a 
position to buy (or xnoduce) more capital goods than before, and 
so to increase their equipment and stocks ; yet as soon as the 
competition of entrepreneurs for the factors of x)roduction has 
driven up wages in i^roporiion to tlie increase in money, and no 
additional credits arc forthcoming, the 2)roportion which they are 
able to spend on capital goods must fall. This means, however, 
not only that they must stox) adding to the existing cax)ital, but 
also that they will be unable to maintain and replace all the 
c.axntal whicli is the x^roduct of the forced saving. Except in so 
far as they are able, and find it x^i'ofitable, to make up for this at 
the ex]:)ense of their own increased income (see above, x>. 242), they 
will be able to replace their capital only at the same rate as before 
the forced saving took X)lace, and their capital will, therefore, be 
gradually worn down to something apx>roaching its former state. 

To dcscril)c in detail Die x)rocess by which the additional 
caintal is consumed would be a lengthy task, which I hoi)c to 
undertake soon in another ])lace. Here it must suffice to x^oint out 
that if entrepreneurs in one stage of xu’oduction lind it imx)os.sible 
or unxu’olitable to replace c.g, their niacliines, then this will cause 
the cax)ital instruments whicli are devoted to tlie xu’odiictioii of 
tJieso machines to lose tlieir value. Tliat the x>hysical (xuantity 
of these ca])ital goods will, for some time, continue to exist 
unchanged does not mean that their owners have not lost the 
greater x^art, or all, of tlieir capital. It is of very little use for the 
machine manufacturer to hold on tight to his cajiital goods when 
the producer who used to l>uv the macliines is either unable, or 
liiids it unx>rolitabl(; at the higher rate of interest, to do so now. 
AVhether he likes it or not, the actions of other x^eoxde have 
destroyed his eaiiital.^ 

It is a suiqii’isingly suxierticial obji'ction to this analysis to say 
simply that “ one class has, for a time, robbed another class of a 
imrt of their incoincs; and has saved the xffimder. IV hen the 

^ He does not, of eoiirso, necessarily lose all of it. So far as he has definitely 
committed liis capital to the purpose in question, he will wr^c off part of it and 
will go on producinj:; and selling; below cost, thus transferring part of the loss to 
his eoinpctitors wlio, perhaps, have not prulltisl from tlio inllatioii. 
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robbery comes to an end, it is clear that the victims cannot 
possibly consume the capital which is now well out of their reach 
(Mr. Sraffa, p. 48). Is Mr. Sraffa really unfamiliar with the fact 
that capital sometimes falls in value because the running costs of 
the plant have risen ; or docs he belong to the sect which believes 
ill curing such a situation by stimulating consumption? And 
would he really deny that, by a sudden relative increase in the 
demand for consumers’ goods, capital may be destroyed against the 
will of its owners ? Surely the case which we are discussing is just 
the same : as incomes rise in conseipiciice of the preceding credit 
expansion and the mass of consumei's, who under our assumption 
S 2 icnd all their income on consumption goods, increase their 
expenditure accordingly, while the money available for investment 
in capital goods does not increase any longer, tlie value of some 
capital goods produced under the inducement of a relatively stronger 
demand for such goods will fall below their cost of production. 

It is difficult to understand why !Mr. Sraffa thinks that it is 
a contradiction to say that an inflation for jn’odiudivc purposes 
will cause little jicrmanml ^ increase of cai)ital, while an inflation 
for consumptive jHirposes will actually cause a consumption of 
capital. The fact is simply this, that any increase of incomes used 
for consumptive purposes relatively to the sums available for 
productive purposes, will tend to decrease the “ j)urchasing 
power ’’ of these suras (i.e. the purchasing power of money- 
capital) ; and that, whereas in tlie former case, where the relative 
rise of incomes follows only a preceding rclat ive rise in tlie demand 
for capital goods, only part of the caiutal created by the inflation 
is destroyed again, in the latter ease, the destruction of capital is 
not offset by any preceding gain. 

Finally, Mr. Sraffa levels against this part of my argument 
the further objection that “ if the banks increased the circulation 
but apportioned the additional money between consumers’ and 
])roducers’ credits so as not to disturb the initial jiroportions, 
nothing would hajipcn ” (p. 48). I wonder whcth(‘r tliis curiou.; 
“ objection ” is not the product of an unconscious recollcciion 
from the Clerman edition of Prices and Production, of which Mj*. 
Sraffa has made so ingenious a use at the end of his article. There 1 
have stated explicitly that a stabilisation of incomes “ without 
causing a misdirection of production, could be effectual only if it 
were possible to inject the additional quantities of money, required 

' 1 have, of course, never said, as Mr. Sraffa suggests liere — thus eoiiiradicting 
his earlier, more correct, interpretation — that the banks cannot cause any 
accumulation of capital. 
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for that purpose, into the economic system in such a way that no 
change in the proportion between the demand for consumers’ 
goods and the demand for producers’ goods would be brought 
about.” ^ In any case, I welcome Mr. Sraffa’s endorsement of 
one of the obvious corollaries of my theory of the influence of the 
money stream on the structure of production. Ihit if he accepts 
this, how can he reject the other corollary, that if the increase in 
circulation is not so distributed then changes in the time structure 
will result ? And how can he ignon^ the fact that an expansion 
of credit via the Bank Rate mechanism will not '' apportion the 
additional money between consumers and ])roduccrs so as not to 
disturb the initial proportions,” Imt will certainly favour the 
higher ” stages at the expense of the “ lower ” ? - 

4. I have oceu])ied a relatively large amount of space in 
demonstrating the way in whicfli at least part of the forced savings 
are lost because, as I have already stated, this point seems to me 
to be the most fundamental. I can, however, deal much more 
briefly with the second main point raised by ilr. Sraffa, since his 
confusion here must have been obvious to most readers. !Mr. 
Sraffa dcjiies that the ])ossil)ilitv of a divergence between the 
equilibrium rate of interest and the actual rate is a peculiar 
characteristic, of a money economy. And he thinks that “ if 
money did not exist, and kvins were made in terms of all sorts of 
commodities, there would ho a single rate which satisfies the 
conditions of equilibrium, but there might, at any moment, be as 
many ‘ natural ’ rates of interest as there are eommodities, though 
they Avould not be ‘ ecpiilibrium ’ rates ” (p. 40). T think it would 
be truer to say that, in this situation, there would he no .s'ingic rate 
which, applied to all eommodities, would satisfy the conditions of 
equilibrium rates, but there might, at any moment, be as many 
“ natural ” rates of interest as there are commodities, all of whicli 
would be equilibrium rai ('>< ; and which would all be the combined 
result of the factors atfecting the present and future supply of the 
individual commodities, ami of the factors usually regarded as 
determining the rate of interest. There can, for example, he very 
little doiil)t that the “natiirar’ rate of interest on a loan of 
strawberries from July to .lanuary will even be negative, while for 
loans of most other commodities over the same period it will be 
positive. 

The inter-relation between these different rates of interest is 

Preise und Prod nkt ion, Vuniiift 11)31, p. U)0. 

* That tJie second case which Mr. Sraffa mentions in this connection (pp. 
48—9) is not analogous to a cuisc of intlation, but to a case of saving \\ili, I think, 
be obvious. Certainly, a man who repays a consumer s credit performs saving. 
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far too complicated to allow of detailed discussion within the 
compass of this reply. It becomes particularly complex when we 
take into account the fact that — as Mr. Sraffa points out — any 
single one of these rates may be out of equilibrium, just as any 
price may be out of equilibrium. But the only essential point at 
issue here is whether the fact that any of these “ natural ” rates, 
in terms of a single commodity, faiay be out of equilibrium in 
consequence of a disparity between the supply of and demand for 
this particular commodity can have effects which are anything 
like those of a divergence between the actual money rate and the 
equilibrium rate which is due to an increase in tlie quantity of 
money. I certainly believe that it is possible in this case to change' 
“ artificially ” the rate of interest in a sense in which this (with 
the exception of one particular case which f shall mention) cannot 
be said of any commodity. 

Let us take Mr. Sraffa’s case in which the farmers “ arbitrarily 
changed the quantitj' of wheat i^roduced — ^which I understand, 
fron> what follows, to mean that they, for example, so increased 
the supply of wheat that its price fell bclow' its v.ost of production 
and, as a consequence of its temporary abundance, loans of wheat 
were made at a much low’cr rate of interest than loans of other 
commodities. But would that fall in the rate of interest on wheat- 
loans cause anyone to start round-about processes of ])rodncti()n 
for w'hich the available subsistence fund is not sufficient ? Then' 
is no reason whatever to assume this. Jn so far as peopled live on 
wheat, they will actually be provided with food for a longei* 
period ; and in so far as the lower price of w heat will induce peo])l(* 
to eat more of it — instead of something else — these other goods 
will also be available for a longer period of time, and interest in 
terms of these goods will also fall. The effects will be just tiu' 
same as if a corre8i)onding amount of wheat had l)cen saved, and 
when, as a consequence of the fall in tlie ])ricc of wheat , its output 
falls again, the accumulation of capital made possible by the 
surplus of wheat will simply cease. ^ 

The case would, howuver, be different if the actual supply of 
wheat were not clianged, but if, under the mistaken impression 
that the supply of wheat would greatly incrciase, wheat dealers 
sold short greater quantities of future wlicat than they will actually 
be able to sup])ly. This is the only case I can think of where, in 
a barter economy, anything corresi)onding to the deviation of the 

^ That large fluctuations in the rate of saving may have effects similar to 
those of changes in the quantity of money, I have already pointed out in Odd- 
(heorte und Konjunkturtheorie, p. 120. 
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money rate from the equilibrium rate could possibly occur. And 
if we assume that, in the community where tliis happens, wheat is 
the most important consumption good, then tJie consequences 
might be similar to those which occur when the money rate is 
below the equilibrium rate. The relatively low price at which 
(e.gf. in terms of machines) consumers’ goods are offered for the 
immediate future will, in this case, make it worth while to secure 
sufficient supplies of tliem to start longer processes of production. 
But a time must come when the error is noticed, prices of con- 
sumers’ goods rise, and it ])ccomes ol)vious that it is not possible 
to wait as long as had at first seemed prficticable for the product 
of the investment. Although I am tempted to follow this example 
further, I must leave it here, and trust that this sketcliy outline 
will l:)e sufficient to show the main differences between this and the 
former case. 

If we generalise this second case, and assume that it is not the 
promise of a i)articular kind of consumers’ good, l)ut the claim on 
present goods in general which is offered in excliangc for promises 
of* future goods in excess of present goods availalde for that 
purpose, then we have the case of an increase of money by means 
of additional loans for investment purposes. Investment will 
exceed saving ; i.e. proi*esses of production will l)c started whieli 
will be longer than is justified by the available subsistence fund, 
and which must, therefore, be discontinued as soon as consumers 
in general are no longer robbed ” by means of more and more 
issues of new money. Tlie further effecls of such a ju’ocess Jiavc 
already been discussed in the preceding section. 

Mr. Sraffa, it ap])ears, sees no reason why the demand for new’ 
capital sliould bo limited to the amount provided by saving, and 
he olniously fices only one reason why the rate of interest should 
not be lowered to zero— viz. the danger of a general rise of prices. 
But this is not suiqirising as coming from an author wdio considers 
a discussion of the real aspects of the capitalistic structure of 
])rodiie(ion as being “ uttcrl}’ irrelevant to the problems of 
money and inflation. 

5. So far, Mr. SralTa’s eritieisms, allhougli they seem to me 
to bo based uj)on a inisi'onception of the ]>ro])lems at issue, are 
fairly intelligible. But in the last paragraphs of his article he 
adds some remarks which I confess I find it more difficult to 
follow. They begin witli the paragraph at the bottom of p. 52, 
where Mr. SrafTa tries to make use of the fact that, at one part of 
my exposition, I use — for want of a better expivssion — the phrase 
“ supply of real capital for that ])art of the total money stream 
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available for investment which comes from real sources (saving or 
the amortisation of existing capital), and not from additional 
credits, in order to prove that 1 confound, or define as synonymous, 
real capital and money capital. He docs so in spite of the fact 
that, at the point at which I do this, a footnote expressly warns 
the reader that “ ‘ real capital ’ stands here as the only short (but 
probably misleading) expression which I can find for that part of 
the money stream wliicJi is available for the purchase of producers’ 
goods and ivhich is composed of the regular receipts of the turn-over 
of the existing producers' goods (i.c., in the case of durable goods, 
the reserves accumulakd to make up for depreciation) plus new 
savings'' Mr. Srafi'a (pioies part of this footnote. But he omits 
the essential part, which I have italicised here, and thus makes my 
use of the term look entirely silly, though the term “ real,” in this 
connection, has a perfectly definite — even if not quite usual — 
meaning. I cannot believe that Mr. Sratia wants to misrepresent 
me, but I confess I find it difficult to understand the state of mind 
in vhich he singles out this footnote and then leaves out the 
qualifying phrase, the inclusion of which would deprive his criticism 
of its point. Can it )je that Mr. Sraffa docs not understand that 
that part of the money stream I thus single out must necessarily 
have a special economic significance? Certain of his remarks 
about forced saving lead me to suspect that this may be the case.^ 

But in tlie spectacular conclusion of liis article Mr. Sraffa 
makes an even more a])siu‘d suggestion. Tii tlic discussion which 
followed the delivery of my English lectures, I became aware that, 
obviously owing to the influence of Mr. Keynes, the tenn “ saving ” 
was frequently understood in a sense dilferent from the one in 
which I emjfioycd it. As a consequence, when, a few months later, 
I prci:)arcd for the press the German edition of Prices and Pro- 
duction, I inserted, among other additions wliich were intended to 
clear up the more difficult points, a paragraph which, I hoped, 
would mark off my concept of saving from, e.g., that used by 
Mr. Keynes. Nothing could have surprised me more than that 
this attempt to make tlio difference between Mr. Keynes’ theory 
and my own more clear should be interpreted ))y anyone as “ land- 
ing me riglit in tlie middle of Mr. Keynes’ theory.” (That I 
meant it in this sense is obvious from the fact that I quoted this 
paragraph against Mr. Keynes in my Rejoinder to his Reply to 

^ 1 need not go into tho other auppoKod “ inodifiuution ” of my theory which 
Mr. SraUa mentions in this connection, as it ought to be obvious that the case 
in which the amounts saved are not invested is a case of a change in the velocity 
of circulation; i.e, a case wliicli, in tho Englisli edition of Prices and Production, 
[ had alroatiy expressly stated to bo an exception to tho general rule. 
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my criticism of his Treatise}) I venture to believe that Mr. 
Keynes would fully agree with me in refuting Mr. SralTa’s sugges- 
tion. That Mr. Sraffa should have made such a suggestion, 
indeed, seems to me only to indicate the new and rather unexpected 
fact that he has understood Mr. Keynes’ theory even less than he 
has my own.* 

F. A. VON Hayek 


A REJOINDER 

This specimen of Dr. Ibiyek’s manner of arguing is by itseli 
such an eloquent illustration of my review tliat I am reluctant to 
spoil it by comments. I shall therefore confine my reply to the 
two ‘‘ cardinal ” questions, whilst for the other points referring the 
patient reader (if there be any) to my previous contribution. 

The first question is whether, as Dr. Hayek asserts, the capital 
accumulated by “ forced saving ” will be, “ at least 
dissipated as soon as inflation comes to an end : “ it is upon the 
tfuth of this point that my [Dr. H.’s] theory stands or falls.” My 
simple-mind(‘d objection was that forced saving being a misnomer 
for spoliation, if those who had gained by the inllation chose to save 
the spoils, they had no reason at a later stage to revise the decision : 
and at any rate those on wliom forced saving had been infiictefl 
would have no say in the matter. This appeal to common sense' 
lias not shaken Dr. lla\'ek : lie describes it as “ surprisingly 
superficial,” though unfortunately he forgets to tell me wliere it is 
wrong. I must therefore make another attempt to follow him a 
little way into profundity.” 

I shall take up his argument (§ 3) at the point where the 
inflation which has caused the accumulation of capital comes to 
an end. In order that the case may be conq)arahIc with Dr. 
Hayek’s case of voluntary saving,” infiation must have pro- 
ceeded at a gradually decreasing rate until it ends just when the 
longest among the newly started processes of production begin to 
yield consumable products : from that moment onwards the 
entrepreneurs will be able to meet tiieir outgoings for current 
production and for inaintenance of the increased capital entirely 
out of their recci])ts from sales, without need of any additional 
inflationary money. This, of course, as Dr. Hayek says, is possible 
‘‘ only so long as wages [i.e. incomes] have not risen in proportion 

^ See Economical No. IM, Novoiiiber 1931, p. 102 n. 

* [With Prof. Hayok's pi'rinwsioii I shoiilil like to say that, to the best of my 
comprohonsion, Mr. SralT*v has umlcrslooil my tlioory aeeurately. J. M. 
KEYNKS,] 
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to the additional money which has become available for invest- 
ment.” And now we reach the point of tlie dispute : “ Ultim- 
ately, incomes must rise in that proportion, since oven the money 
used for the purchase of capital goods must ultimately be paid out 
to the factors which make these new capital goods.” I contend 
that this will not lia])pcn. Once more Dr. llayck himself pro- 
vides me with tlie argument against his theory, by apiiending here 
this footnote : “ Except for such amounts as may be absorbed in 
cash holdings in any additional stages of production.” Exactly : 
and if Dr. Hayek had taken as much pains in writing his book as 
his reviewer has taken in reading it lie would remember that under 
his assumptions siicli cash Iioldings will absorl) not merely certain 
exceptional amounts, but ihe whole of tiu; additional money issued 
during the inflation; that consequently incomes cannot rise at all, 
and there will be no occasion for any dissipat ion of capital. Let me 
remind him that he has assumed in his book that capital will be 
accumulated in lu'oportion to the quantity of money issued in tlie 
form ^f loans to producers; that tlu^ number of stages of ])ro- 
duction will increase in projiortion to the (quantity of capital ; thlft 
the quantity of payments to be made will increase in pro[)orlion to 
the number of stages : as a result, the quantity of payments to bo 
made increases in ])roportion to the (piantity of money, and the 
whole of the additional money is absorbed in cash holdings for 
performing such ])aymcnts. 

It may bo noticed as a curiosity that in the world assumed by 
Dr. liayek, inflation through credits to [iroducers, while it Usaves 
money incomes unchai.ged, luings about a positive fall in tlie 
prices of consumers’ goods. (As this may sound incredible, 
perhaps even to Dr. Hayek, compare in /V/re.s* and Prodnvtion, 
Fig. 2, p. 40, which represents the initial position, with Fig. 
4, p. 60, wJiich rejiresents th('. situation at the end of the 
inflation : the aggregate money value of tlie mass of consumers’ 
goods is unchanged, but their (piantity being larger after the 
inflation, prices per unit must be lower. Sec also pp. 61-2.) 

After this Dr. Hayek will allow me not to take seriously his 
questions as to what I ‘‘ really believe.” Nobody could believe 
that anything that logically follows from such fantastic assump- 
tions is true in rcfdity. Ihit T admit tlie abstract possibility that 
conclusions deduced from them by faulty reasoning may, by a 
lucky accident, prove quite plausible, 

I have only a few words to add on the second cardinal question, 
that of the “ money ” and the “ natural ” rates of inbircst (§ 4). 
Dr. Hayek’s ideal maxim for monetary policy, like that of Wick- 
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sell, was that the banks should adopt the natural rate as their 
‘‘ money rate for loans : the only obstacle which he saw was the 
difficulty of ascertaining in practice the level of the “ njitiiral ” 
rate (p. 108 of the book). I pointed out that only under condi- 
tions of equilibrium would there be a single rate ; and that when 
saving was in progress there would at any one moment be many 
“natural’' rates, possibly as many as there arc commodities; so 
that it would be not merely difficult in practice, but altogether 
inconceivaldc, that the money rate should be equal to “the” 
natural rate. And whilst \Vi(*kscll might fall baclv, for the criterion 
of his “money” rate, upon an average of the “natural” rates 
weighted in the same way as the index number of prices which he 
chose to stabilise, this way of csca])e was not o])cn to Dr. Hayek, 
for he had emphatically repudiated the use of averages. Dr. Hayek 
now acknowledges the multiplicity of the “natural” rates, but he 
has nothing more to say on this specific point than that they 
“all would be equilibrium rates.” The only meaning (if it be a 
meaning) I can attach to this is that his maxim of i)olicy now 
lequires that the money rate should be equal to all these divergent 
natural rates. 


ihEUO Shaefa 
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New Methods of Measuring Marginal Uiility. .By Ragnar 
Frisch. (Tiibingen : J. C. B. Mohr (Paul Sicbcck). 1032. 
Pp. 142.) 

Professor Frisch’s study is of the greatest importanee, not 
only beeauso ho shoivs how to bring into the analysis of the 
relations between ineonio, prices, and expenditure material 
liitherto intractable, but because he also connects the “ money- 
llcxibility of income ” with tlie ])rim‘iples of index-numbers, of 
labour supply, and above all of taxation. 

Possibly in the end it will be the non-niimerieal part of this 
treatment that will prove the most important, for it is independeiit 
of the troublesome and doubtful hypotheses that arc necessary in 
handling existing data. Indeed the seel ions on index-nnm))ers 
and labour supply are not a])piied to aei ual statistics, except in a 
slight illustration on p. 7b, while that on taxation is also mainly 
independent of data. 

The term ‘‘marginal uiility” has been used in many connota- 
tions, and it will bo ])est for readers to take his delinition (given 
below) as sufficient for his piirj)ose, ivheihcr the name is inaj>pro- 
priate or not. TIkj position would have been clearer if the title 
had been the “ measurement of money-flexihility,” sincii it is this 
conception that is the more important in tbc work. 

The underlying assumption of such an analysis must b(‘ that 
an individual may lie supjiosed to have a scale of expenditure on 
various commodities which dejiciifls on ])ri(-*es and on various 
levels of income. In mathematical language a continuous function 
in three variai)I('S, that can be visualised in three dimensions, is 
presumed to exist for any person. 'Ihe evident difticulty of 
applying this com^eption is that at any one time and place and 
for one ]ierson, we only know one ]»oint on this figure. One steji 
that can be taken with reasonable security is to postulate an 
average person. A second step is to assume that certain proper- 
ties of the figure, relating to the shape rather than to the magnitude, 
arc common to dillercnt persons or to the same person at different 
times. In the two numerical illustrations, the treatment of 
which occupies the greater part of the book, these and even less 
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plausible assumptions are made, perhaps without sufficient 
explanation or attempt at justification. Since these assumptions 
are best detected by studying the method, a very abbreviated 
statement of the procedure is here offered, with the hope that the 
author will not find that essentials are omitted or that the abstract 
is inaccurate. 

The starting-point of the analysis needs the folloAving sym- 
|)ols : — p is the price of a commodity of which x units arc bought. 

X X p = f . n{x ) . dx is the change in utility caused by the addition 
of dx units. P is tlu; price of a generalised or average commodity, 
p is whole cx])endcd income, and r is taken as the number of 
units of this commodity, where r X P -- p. 'io{r) . dr is the change 
in utility caused l)y the addition of r units. n(x) is called the 
marginal utility of the commodity (measured per pound), tc{;r) is 
called the marginal utility of money (per dollar), measured per 
unit of purchasing power, or tlie real (dcllated) money utility. 

The usual cepulibrium ecpiation is w{r)IP u{x)lpj which is 
written 

u'(r) a. u{x) (1) 

where a - - P/p. 

ii) the ordinary form for a measurement of elas- 

d log r 

ticity, is called iho Jlcxibility of the marginal utility of money, or 
the money -jlcxibil it y. 

The objectives are to didermine the pro])erties of the functions 
10 and w, and their inimerical values for given values of r. 

It is assumed that n{x) and w(r) are of the same shajie for 
all persons, or for average persons, but each has a personal factor 
(indoi)endent of x and r) ; further, the shat)e of tliese functions is 
independent of time and i)lace. 

A three-dimensional figure is conceived, and actually con- 
structed and photograt)hed (p. 1*) from I nited States experience, 
where on the axes are measured a (the i)rice ratio), .r (the con- 
sumption of a jiartieular commodity or luidget ot commodities), and 
r ■■■■ p/P (the real iiuome). iMpialion (1) repicMMils this surface. 

l. The “isocpiant" method, hor this statistics already 

published ^ are used. 

a is proportional to the reciprocal of the price of sugar in 
French co-operative stores, x the amount of sugai ]>uicliased 
per member, r is the ratio between p, taken as total sales of all 
commodities i)cr meml)er, and an index of the cost of Ihing. 

^ “ Slir uu problciiu) piiro. ’ Frisch, \ornk Mati malish Fimnuujs 

Skrijter, 1026 . 
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Entries are selected for which x has the same value Xi for 
different months, and the corresponding values of r and a arc 
graphed on scales of r and a. A curve is drawn through the 
points so obtained, giving a section of the figure of equation (1) — 
that is, the curve w{r) = a . A series of such curves is drawn 

for various values of x, resulting in contour lines of the surface. 
The gradient of this curve (inclination to logr axis) then by 
measurement gives w{r), since a is proportional to w, w is then 
obtained by graphic integration. The results are shown on 
p. 32. 

2. The “ quantity variation ” method. Tins metliod is 
applied when we do not know the quantities .r, r l)ut only the 
values p. Tn the example given the data are the expenditure 
on food, and p, the income in thirteen American cities for each 
of seven income groups. 

Professor Frisch’s argument can be simplified by the following 
notation : — 

Equation (1) is equivalent to 

log nipjP) log P - log p 1- log ii{^Ip). 

Write 

B - log p, X - log log P,y -■ log p. 


Tlic equation may tlien be written ir(A* ' fi) : [i -- y j- 
U{X — y)j where \V and U are functions directly related to tlu^ 
functions v) and u. 

li and X arc known from the data. 

The shapes of the functions W and U are siij>i)osed to bo the 
same for all cities and all persons, p and y are not known, but 
in any one city they are constant. 

Thirteen curves were drawn, one for each city, by plotting 
values of li, X on trans])arent j)aj)er, and of these eight ^vcrc 
selected. 'J’he curves were shifted ])arallel to axis of Ji and 
parallel to the axis of X, till they were placed (in reference to one 
chosen as standard) so as to satisfy the geometric conditions of 
parallelism and relative distances which the form of the equation 

W(li) - 8 + U{X) 

requires. 8 = ^ — y log ol is known for each city by the 
amount of shifting required. 

The curves give contour lines of the figure of equation (1) for 
assigned values of a (figure, p. Gl). Now for any two nearly 
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equal values of r, say ami r^, the moncy-flexiljility for their 
average is approximately 

^ ^ log wjri) - log tv (u) - Jl’CA'a) 

logr^ -- logj'a 

8i — So o ^ 

w ,, tor A constant. 

— Ao 

From the gj*aphs in the position descrihed ])airs of such values 
for selected Jt’s can be measured, and hence values of w computed 
for a series of values of r. 

In the end, 17 such values were computed and arc graphed 
on p. 03. 

A smooth curve through these points is drawn, and this gives 
the desired tabic connecting r, w and — it;, i.e. tlie real income, 
marginal utility and money tlexibilitv. 

It may l)e remarked that out of 91 original entries of income 
and food-exj)endil lire only 17 were linally used, and that the points 
in the gra])h on p. 03 show consideral)lc variation from the 
smoollied eurv(‘ fitted to tliem. 3'he values in order of /* arc — 
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The nu'lliod de])ends on so miu'h free-hand interjiolation, and 
so much mechanical sliifting, that it must 1)(^ doubtful whetlier the 
nuxhTate regularity of tin* result might not be reached from any 
set of figures treated in this way. Certainly the regularity is not 
sidlieient to verify the liypothesis that the functions w and u arc 
independent of pku e. 

Importance' is attached by tlx' author to tiu' result that tlie 
absolute value of tlu* money-llexibility is less than unity over tlie 
entire real ineuine interval consideii'd. and this is suhstantiated 
eompletely by llie above table, if the method is accepted as valid. 

In the Freneli seru's, however, - w increases from 1*28 for 
the higliCvSt income included to 3- 55 for the lowest . 

On p. 12() it is aHirined that w and - w decrease as the income 
increases and that the money-llt'xihility is less than unity except 
for the poor. 'J'hus at some critical point of the income range the 
money-flexibility is unity. 

Whether these data are sulVieient or not. it is important to 
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realise that the problem of determining money -flexibility has been 
solved when we know a reasonable number of amounts purchased 
with given incomes at stated prices, or only of expenditures on 
assigned commodities for given incomes, irrespective of prices. 

The applications to methods of taxation follow readily from the 
conception of money-flexibility, when Professor Frisch’s very useful 
and significant noLation is used. The conditions under which 
five principles of taxation entail a progressive tax arc considered. 

The principle of equal sacrifice (Emil Sax) is found to lead to a 
progressive tax only when the money-flexibility is greater than 
unity. This result is regarded as paradoxical in the light of the 
evidence that this is only the ease for lower incomes, and therefore 
for the higher ranges the tax should not be progressive. 

The principle of equal proportional sacrilice leads to a pro- 
gressive tax up to a higher range of income ; but to decide the 
critical point needs an estimate of total utility, which otherwise, 
perhaps fortunately, is not involved in the results. 

The marginal-difierenco principle, that is ecpiality in absolute 
increase of marginal money-utility, necessitates a progressive tax 
throughout the range which the statistics cover, and it may be 
presumed that the condition is generally fulfilled. 

The marginal-ratio ])riuciple (Schotdieyder and M(*v('r), that 
is equality in proportional increase in marginal money-utility, 
ill general needs a progressive tax. 

Finally, the principle of minimum sacrifice, or completi! 
levelling of income, leads obviously to a progressive tax. 

The aiiplication to index-numbers involves a formulation that 
the author rightly considers “ may seem a little strange,” but 
which is certainly original. It consists in taking those incomes as 
corresponding to one another in two countries or at two dates, at 
which the absolute value of the money-flexibility is the same. 
Thus if — w is 2 for a German im ome of 500 marks and an 
American income of §200, it is taken that at these incomes the 
German and American are ecjually well ojf, and at this point of 
the range of incomes §2 is equivalent to 5 marks. 1'he ratio 
changes as we go up the scale of incomes. Ikahaps this method 
rather emphasises the dilliculty of comj)aring incomes than gives 
a valid and practicable measurement. 

Corrigenda, — P. 69 (S-IS and 8*20), accent on a. P. 79, Table 
6, accent oi\w. P. 103, b(dow Table 18, accent on w and W. 
P. 125, accent on (J) and two accents on hist w. P. 135, cori’cet 
formulaj (11*50) and (11*72). 


A. ].. 
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Economic Essays and Addresses, By A. (’, Pxgou and D. H. 

Robertson. (London : P. S. King & f^on. 1031. Pp. 215. 

105. Gd.) 

Professor Pigou and Mr. D. H. Robertson have very con- 
veniently gathered together in a single volume a number of articles, 
most of which have appeared clscw'hcre and almost all of which an 
economist would wish to have in accessible form for reference. 
The contributions of the two authors arc quite independent. By 
this novel plan the genuine student gains at the expense of the 
mere book-collector. The former gets what he wants at less cost 
than if each author published the existing c^ssays separately, and 
with less time lag than if each author waited until he had sufficient 
(\ssays on hand to make an independent volume of the size of the 
])rescnt one. On the other hand, of the collectors, those, if such 
there be, who either are determined to have all the works of 
Professor Pigou while being indilTerent to ^Ir. Rol)crtson or are 
determined to have all the works of ^Ir. Robertson while being 
indifferent to Profc'ssor Pigou, may feel themselves unduly 
mulcted by the ])resent arrangement. 

It is impossible to give a critical estimate of these contributions 
in a short space, for each article would recpiire a long review to 
itself. It must suffice to indicate the sco])e of the volume. Pro- 
fessor Pigou’s contribution includes, I tiler ttlia, his Sidney Ball 
Lecture, a beautifully lucid accouid. of the function of economic 
analysis, two rather elaborate papers on exchange equilibrium, 
one relating to su])ply and dcunand in general and one to the 
('quilibriuin of international inlcrchauge, and an account of his 
own method for the statistical dei'i\ ati(.)n of demand curves, 
designed to obtain results the economic iin]>Iications of which can 
be more clearly ap])rehended than can thoseof the results yielded 
by the methods which ha\ e been elaborated elsewhere. J here is 
also an article on the benetits which might be made to aca-riie iroin 
stabilisation in ]>articular industries. Professor Pigou makes the 
point that price stabilisation and output stabilisation are mutualh 
opposed. It may b(> observed that this oj)])osition would be 
mitigated and ultimately eliminated if an out put stabilising polic} 
were extended to a number of particular industries and ultiniatel} 
to the whole field, (hie luvmise in Professor Pigou’s reasoning 
seems to be open to criticism. He assumes that in competition 
or multiple monopoly, when there is an exiiansion of demand, eac i 
producer “ is apt to‘focus his attention on this fact,” not to take 
prox>er account of his rival's response to it and to expand uiu u \ 

No. 160. — VOL. XLII. ^ 
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in consequence. This is a common assumption, but is it justified 
by analysis? In perfect competition the producer focuses his 
attention on the price registered in an organised market, which 
takes account of the whole situation. In imperfect competition 
the producer pays attention to the rise of demand in his own area 
or of his own customers. 

Mr. Robertson includes a lecture on TheoTics of Banking 
Policy which summarises in an extremely intelligible form his 
views on the fundamentals of monetary theory, llis B.B.C. talks 
on World Finance are also included, and an analysis of the mone- 
tary doctrines of Messrs. Foster and Catchings, which should save 
much labour for those who are anxious to assess the contriinition of 
these writers. In discussing the Transfer Problem, Mr. Robertson 
succeeds in showing on various hypotheses that the increase of 
purchasing power abroad, on which those who deny the existence 
of a special transfer ])iirden lay stress, is quite consistent with the 
presence of such a burden, llis conclusion is mainly negative ; lie 
does not supjfiy us with an apparatus for determining the relation 
of fundamental conditions to the degree of burden. The most 
precious gem in his collection is the memorandum sulunitted to the 
Macmillan (‘'ommittce on the world slump. This is a masterpiece' 
of compressed but clear and easy statement, of synthesising power, 
of balanced judgment. 

Rich pleasure as well as profit will be reaped by readtu’s of this 
volume. Fur the two writers are, each in his own way, gn'at 
stylists in economic writing ; and the collocation gives a fascinating 
opportunity for observing similarities and dilhu’ences in method 
both of expression and of analysis. R. F. Harrod 

Essays iti Persuasion. By J. M. Kevx ks. (Maeniillaii. Pp. 37(i. 

106*. Or/.) 

1 DO not think that anybody can read Mr. Keynes’ essays 
without asking : How can it bo that a man whose ])ower to 
analyse the pressing pro})lems of to-day is so imposing, has been 
able to exercise so little influence on actual policy ? Why has 
a man with so mu(;h success in prophesy — the real ])roof of his 
anfilytical ability — Ijcen so unsucce.ssful in jwrsuasion? Evidently 
this question has troubhMl Mr Keynes himself, for he begins the 
preface by saying that he “ could never influence the course of 
events in time.” 

It is probably necessary to stress the last two words “ in 
time.” I do not think that Mr. Keynes’ writings have failed to 
influence the thoughts and ideas of men in power. Ho has set 
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their minds to work in his direction, but too slowly to influence 
their action . Most of us are so used to thinking along conventional 
lines that we cannot easily shift to new tracks. We do not quite 
trust men with a more versatile mind, and do not like to hand over 
executive power and responsibility to them. Perhaps we suspect 
the brilliant mcMi of [)eing somewhat unstable. 'J'hcro is general 
agreement tliat a l)ank leader must not be brilliant. If the 
directors of the Bank of ICngland and other bankers have refused 
to listen to Mr. Keynes’ advice, the reason is, I think, to some 
e:;t(Mit this instinctive susi)icion of the truly brilliant mind. 

Mr. Keynes’ journalistic activities must tliereforc be gauged 
not by the extent to which his advice has been followed, but by 
the influence his writings in the twenties will exercise on current 
economic thought and economic policy in the thirties. I feel 
certain that this influenc(?, which is already evident, will ])e 
considera])le. To take one example only, the general willingness 
to-day even among bank managers to consider a managed paper 
currency as a nvd substitute for the gold standard must be to 
no small extent due to the discussion around some of Mr. Keynes’ 
essays. I think they will in the next years work hand in hand 
with his Trvalific ou Money in ])reparing the ground for monetary 
I’cform . 

Of course, it is not without reason that ])eoplc read the articles 
from brilliant pcais with some suspicion. The argument is 
presented with so much cleverness that the reader must bo on liis 
guard all the time to be certain that he is not carried away too 
easily. Jksides, a man has to live up to his reputation, and a 
brilliant man labours UMd(*r the dangerous obligation that he is 
exp<?cted always to say something brilliant. 

1 have sound imes heard this said about .Mr. Keynes, so when 
re-reading his essays I paid special attention to possible traces 
of this tem})tation. Frankly sj)oaking, I could lind very little 
of them. No doubt he is fond of saying startling things, but 
tiicy arc to the point, and to enhance the journalistic value of 
articles, which should, of course, enjoy more freedom of style 
than a volume written only for scientists. 

It is not dilhcult, however, to find examples of arguments 
which are j)resented in so startling a nunuier that they carry 
less conviction than a simpler style would do. I confess that can 
ironical smile was my fii’st reaction when I found Drake’s stolen 
treasure in 1580 described as almost the chief cause of England’s 
foreign investments of to-day ; second thoughts did not much 
change my first impression. 
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Sometimes Mr. Keynes, like otlier advocates of what they 
feel to be a good cause, falls into the tra]) of looking at the world 
through coloured spectacles. The reader suspects that facts 
wdiich support the argument arc treated in a kinder manner and 
given more attention than those which oppose it. On page 303 
we read : “In the United States factory output per head was 
40 per cent, greater in 1925 than in 1019.” Now, this is given 
as a proof of the rapidity of technical improvements in a dis- 
cussion of what we can expect a hundred years lienee. As such 
it is surely misleading, for the output in 1919 was abnormally low 
for reasons which had to do with the war. It would have been 
better to say that output per man hour was 28 per cent, greater 
in 1927 than in 1913. This gives a rate of jirogress of 2 per cent, 
per annum instead of 7 jicr cent. 

On the whole, ilr. Keynes takes a very optimistic view of 
the recent world economic tendencies. He does not regard it as 
a serious possibility that the present world economic crisis might 
lead to a breakdown of the financial system and to a radh’al 
reform, which presumaldy during a fairly long period of re- 
organisation along lines of ‘‘ Planwirtschaft ” wouhl considerai>ly 
reduce output and kec]) the world on a lower standard tlian that 
of the post-war decade. “ J>ecausc wc have magneto trouble', 
we need not assume that wc shall soon be back in a rumbling 
waggon and that motoring is ov^er ” (p. 139). Tlu^ magneto will 
be repaired and the ])leasurc trip resumed at increased sj)e(*d, wv 
are told. Towards the end of the century wo will have reached 
what seems iioav a fairy land, where two s(*rious problems will bc’, 
how to provide us with three hours work every day without 
over-filling the world with goods nobody cari's to consume, and 
how to prevent large-scale nervous breakdowns caused by idk^- 
ness. i\rr. Keynes’ central tlu'sis, he tells us in the preface, is 
“the profound conviction that the Keonomic Probhun, as one 
may call it for short, the problem of want and poverty and the 
economic struggle between class<*s and nations, is nothing but a 
frightful muddle, a transitory and vnnecemiry muddle.” While 
most people would perhaps agree that rnuc^h of it could be 
escaped if man were a more sensible animal than he is, few will 
be confident that it is transitory. 

I cannot in this brief review even touch u])on all the important 
view-points which Mr. Keynes has contributed to the discussion 
of the peace treaty, the industrial organisation of society, and 
monetary reform. There is much in this volume which gives 
the reader a sense of pure intellectual delight. “ The End of 
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Laisscr-Fairc ” will probably retain its place, when most of the 
last decade’s literature has been forgotten. In many places the 
argument is so closely reasoned, so well balanced that, although 
it is void of all ornaments, it gives the reader an aesthetic sensation. 
Read, for instance, what the Treasury Committee on Currency 
ought to have said to Mr. ('hiirchill before the return to the gold 
standard (pp. 251-53). 

Nor can T discuss the various places wliere T think there are 
slips in the theor(;tical reasoning. 'Fwo example's only : On page 
10, in a discussion of tlic reparation j)rohlem, we are told that 
German exports of woollen goods will not rise but drop. “ An 
increase is im])ossiblc without the raw wool, and, having regard 
to the other claims on supplies of raw wool, a decrease is likely.” 
Surely, if the manufacturing of woollen goods can be cheapened 
in Germany compared with elsewhere, this country will, ceteris 
jiarihus, get a larger sliare of the raw wool. 

Mr. Keynes asserts that during a depression neither the 
restriction of outi)ut nor the reduction of wages serves in itself 
to restore ecpiilii.rium ” (p. 138). This statement and the pages 
wliich precede it make a very complicated problem much too 
simple. Would not a restriction of wheat-growing by 5 per cent., 
v\ liich might easily raise the wheat ])rice by 50 per cent., increase 
the purchasing ])ower of some countries and classes which have 
had to reduce their demand more than others ? Would this not 
counteract a maladjustment and estai)lish a better balance in 
the economic system ? As to Avage reductions, they may change 
the business man’s anticipation as to future costs, prices and 
profits in a manner which may increa.se real inve.stment. More 
directly, tliey might allow a greater volume of goods to be 
X)rotluced with a certain volume of credit. The influence of wage 
reductions on credit and j)urchasing power depends upon the 
ci re u instances in the individual case; about this (piestion ‘‘all 
short statements are wrong.” 

A great deal of Mr. Keynes’ i)ro])osals of economic action at 
various dates in the last decade have been based on the “ over- 
saving ” idea. I am a little doubtful whether, under the con- 
ditions prevailing in (b*eat Britain in 1925 20, the fairly simple 
reasoning is adeipiate, but during a depression like the present 
one it is certainly essentially correct, HoAvcver, there seems to 
be one difficulty. If ]je()])le save very little towards the end 
of the depression, how then can the liipiidity of the financial 
system be restored and tlie long-term rates of interest be speedily 
reduced? In other words, cannot the financial normal i.sat ion 
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in a narrow sense be speeded up by savings which temporarily 
reduce production ? I cannot but feel that much remains to 
be said on this question. 

It is tempting to embark on a discussion of tariil measures 
during periods of depression. Mr. Keynes has added an apologetic 
footnote to his proposal of a general tariff in Marcli 1931: “ sonie- 
wliat in desperation, I made various suggestions.” While the 
tariff reforms now introduced in Great Britain will no doubt 
prove harmful not only in the long run, but fairly soon, it seems 
to me bey ond doubt that more “ scientific,” tciu]3orary obstacles 
to imports during a depression, if they do not call forth violent 
retaliatory measures, can help to maintain the voliinu* of output 
in the protecting ” country. 

1 have dealt with less than half of the points I intended to 
touch upon, and with only a small ])crcentage of the topics about 
which ^Ir. Keynes has something interesting to say. Indeed, 
it is true of all these essays that, whether tlie r(‘a(ler agrees or 
disagrees, he is S(3 very interested and stimulated by his contact 
with ]Mr. Keynes, that liis own future thoughts cannot but be 
different than they would otherwise have been. Perhaps fifty 
years hence, when, in spite of a managed currency system, ])overly 
and hard work have not yet disap])eared, economic historians 
will find that Mr. Keynes has been more suc(;essful in persuasion 
than in prophecy. 

OllLlN 

The Vahie of Money. By Tjardus Gkkioanls. (P. S. King & 
Son, Ltd. 1932. 15.y.) 

This book is both useful and liighly suggestiv(‘, but it is not 
one which can be adequately treated in a review of normal length. 
The argument divides itself into two sec tions. 'J'he first prc.sents 
a valuable summary and criticism of the various a])proaclK‘s to 
the problem of th(^ value of money, including tho.s(5 made by 
ancient philosophers and medieval writers. Se|)arate chapters 
are devoted to eighteenth- and nineteenth-century writers, and 
still more valuable cha])ters deal with the problem as viewed by 
modern writers in the United States, (ffjrmany, hVance, Austria, 
Scandinavia, and our own (country. This part is in itself a useful 
addition to current Knglish literature, since it includes a dis- 
cussion of an imposing list of authorities such as Fisher, Cassel, 
Schumpeter, Wit^ksell, Verrijn Stuart, Aftalion, Bbhm-Bawerk, 
and the six leading monetary theorists of this country, while a 
separate chapter is devoted to the Treatise on Money of Mr. 
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Keynes. The second section of the book deals with tlio author’s 
own “ yield theory ” of the value of money. 

The problem with which the author is (concerned can be stated 
briefly. It is to ofler an explanation of the value of money at 
any moment, most theories being concerned witli variations in 
the value of money. In that connection modern monetary 
theories might ])C said to divide themselves into two ])road 
groups — ^those which introduce a rather sp(M:ial apparatus of 
reasoning different from that which is em])loyed in connection 
with ordinary problems of exchange value, and those which 
endeavour (rather unsuccessfully, in the author’s opinion) to 
adapt the marginal utility theory of value to the tlieory of money. 
Mr. Greidanus has eruleavoiired to carry this second mode of 
approach to a more satisfactory stage than it has hitherto reached, 
since “ it will always remain a serious shortcoming of the theory 
of marginal utilit}" .'. . if it should be impossible to explain the 
laws governing exchange in the important chapter of economic 
science which deals with money ” (p. 107). 

The mechanistic theories of Fisher and Gassel fail, according 
to Mr. Greidanus, to explain the type of causation which decides 
why prices are wdiat they are, though they may explain wdiy 
prices rise or fall. These theories, wdiich introduce the notion 
of velocity of circulation, regard that velocity as determined 
exclusively by objective factors or technical considerations. 
‘‘ The price level has therefore been determined irrespective of 
the wdll of the partici]mnts in the exchange transactions. And 
since these i)articij)ants determine the price, hence the price 
level, when their transactions are concluded, we arrive in this 
w ay at an insupi*rable contradiction (p. Cr)). Again, the so- 
cailcd “ income theory ” of money is criticised because it “ deter- 
mines rather the marginal utility of the income than the marginal 
utility of money. It is an income theory, not a money theory 
(p. 134). And the attempts to proceed to the theory of the value 
of money by a study of subjective factors have generally regarded 
the subjective value of money as a derived conception in a manner 
w'hich leads, as in the cas(' of Mises, to a form of circular reasoning. 
If money has no independent marginal utility, the marginal 
utility theory of money breaks down, “ for if the money buys 
more commodities (has greater value in exchange), the marginal 
utility is greater, and if the marginal utility is greater, the value 
in exchange is higher. We are tlieii in the vicious circle. Accord- 
ing to this explanation, money might have any value in exchange 
(p. 112). “ Wc do not know this derived marginal utility until 



264 


THE ECONOMIC JOURNAL 


[JUNE 


we know on what conditions we can obtain commodities against 
money. It can therefore not be serviceable to ns in the solution 
of the problem of the value in exchange of money ” (p. 163). 
The “ cash balance ” theories also which start from the assump- 
tion that individuals decide to keep a certain proportion of their 
resources in the form of money, while tlioy rei)rcsent an improve- 
ment on the ordhiary mechanistic theories, are criticised, on 
the ground that “ we can compute the ])roj)ortion of the resources 
which we hold in the form of money from the knowledge of the 
value in exchange, not, inversely, the value in exchange from 
the proportion of the resources whicli we hold in the form of 
money ” (p. 153). 

Mr. Greidanus’s ])ositive tlieory is based upon the view that 
“ the most essential function of money is not buying, but being 
held at command in order to he able to act as buyer if the opportunity 
occurs (p. 167. Author’s italics). Historically, the articles 
which were selected to serve as money were chosen for the 
economic quality that they were readily marketable or generally 
desired. These articles were readily marketable a])art from their 
use as money, but once they came to bo used as money, their 
marketability was increased still further. Iiumlentally, Mr. 
Greidanus docs not accept the view that a stable price-level is 
a guarantee that justice in the creditor-debtor relationship will 
be i^rcserved, for in times of scarcity the sacrifice that the 
debtor has to make to settle his debt would be greater than 
ill times of abundance ” (p. 207). In addition, he finds a practical 
objection to monetary control with a view to stability in general 
prices. Under normal conditions, a shortage in supply, as in 
the case of a bad harvest, will raise the j)rice of a particular 
commodity, but if tJie price leviJ is kept constant, other prices 
will be forced down, thereby increasing the diflieulties of other 
producers ; ‘‘ the producers who have been able to produce less 
receive part of tlie compensation through the higher pri(*cs of 
their jiroducts, but the otluT producers now get smaller ])roceeds 
from their articles than would have been the (rase had the money 
not been managed. '[Fho whole production consequently gets 
into difficulties ” (p. 20S). This, of course, hardly meets the 
entire point, since money must be mmiagcid in some way or other. 

A very full analysis of the economics advantages which are 
obtained when stoclcs of commodities are held by traders and 
consumers is made the basis for a study of the advantages of 
holding stocks of money. A trader holds stocks in order to 
further his trade and increas(i his profits, but there are limits to 
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the extent to which it is worth his while to hold stocks. Money 
is the most marketable commodity, and stocks of money will be 
held for the same general reasons which lead to the holding of 
stocks of oth6r commodities. In some cases it will be worth 
while for a trader to hold larger money stocks than in others, 
for “ if a shopkeeper sells goods to his customers Avliic.h lie can 
immediately buy again from his suppliers on fairly constant 
terms, a somewhat considerable stock of money is of com- 
paratively little service to him. . . . Ihit if the goods are little 
marketable, so that he can replenish his stock only at long 
intervals, and possibly unoxjiectedly, and this at greatly fluc- 
tuating prices, he must also have an ample supply of money at 
his command ” (p. 236). The liasis of the money sto(dc which is 
held is “ the exiiccted profit the stock of money will yield ” 
(p. 237). The services rendoriid by a money stock, however, arc 
subject to the law of diminishing returns, and similar considera- 
tions hold good with regard to the money slocks held by con- 
sumers. The first stock of gold for monetary purposes will 
have to ensure that the consumers can buy the commodities 
which they will almost certainly want to buy, until the stock of 
money can again he n'plenished. TIum a less urgent need of 
r(‘ady money will remain, f.c. tlie need of a certain reserve for 
purcdiascs which they may possibly want to mak(^ (p. 250). 
In this way an attem])t is made to arrive at what might be called 
a ])roductivity theory of moiun-, which has at least the merit 
that it employs the same general a])paratus of reasoning which 
is employed in other sections of economic theoiy. 

In addition, Mr. (fnddaniis recognises other factors which 
influence the demand for money; these include future possi- 
bilities, the stability of the value of money, and what is called 
the ‘‘ friction of tlie eireulatioii.” With n^gard to the last of 
these, “ part of the total (piantity of money is held in a way 
which, as regards llie utility which it yields, cannot be compared 
with that of the individual stocks of money. It is, as it were, 
owing to the frictional resistance that ])arfc of the medimn of 
exchange is not usefully employed in furnishing the holder with the 
conveniences of being able, at any moment, to buy wliatover lie 
wishes, but remains inactive, for let ns say teclinit‘al reasons ’’ 
(p. 283). Paradoxically, money is idle when it is in transit; 
gold in transit from one country to another cannot render services 
as stock of money, and as in the case of empty i‘ailway cai‘riagos, 
the earnings obtained when money is not idle must make up for 
the loss of earnings when it is idle. 
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The precise character of the alleged ‘‘ yield ” of money has to 
be noticed. The Ordinary view is that money whicli is held in 
stock yields no interest. For Mr. Creidanus the possession of 
the readily marketable intermedia le good offers aft advantage in 
exchange transactions to the holder. This advantage results in a 
profit in the exchange, and this x)rofit is then the interest, which, 
though not directly insible, is nevertheless premnt ” (p. 292. 
Author’s italics), '.riic remainder of the book deals with credit 
instruments and their im]di(‘ations. 

D. T. Jack 

Si. Andrews. 

Value and Income. T>y A. E. IVlnisiton. (IJarvard University 
Press. 10;n. Pj). 216. llSs.) 

Frofessou IMunroe is conct^rnod to ex])Iaiii the process of 
tlic valuation of wealtii, considering that values are reflections 
of preferences wliich estalilish themselves in the structure of our 
desires. The form I’atlier than tl)e substance of this analysis is 
novel — the philosoi^iy of this view is given, for example, in 
Professor Laird s Idea of Wduc — and, exce])t for a (lill’erence of 
emphasis, one is aAvare of much the same attitude in Sir Sydney 
Chapman’s Outlines of Volitkal Economy, in his exposition, 
however, the author gives a new meaning to the term cost,” 
which is aj^parently the result of choice. Thus, the costs of 
production ‘Sare tl ose sacrifices . . . wliich arc the necessary 
condition of producing a given good, or, in more t(^chni(}al t(‘rms, 
of incTcasing the sun’ of utilities.” TJieSe sacrifices Juay bo 
‘‘ satisfaction costs — those uses of our tinu^ and (Mu*rgy we forgo 
when we engage in ‘productive’ activity; consumjition costs — 
the book wc cannot bu>' if we go to the theatre ; eflicieiuy costs — 
those increases in jnoductive ca])a(;ity wliicli are precluded when 
resources are used in a jiarticular way.” According to the pur- 
pose for which they are incurred, these costs may bo costs of 
acquisition. 

These costs are not d(^signed as tools for that ultimate analysis 
economists are wont to hope for when considering such a concept. 
Indeed, tliat tliey are entrii^s in each ])rivate psyc^bic ledger, and 
not of a scientific and concrete world, is apparent in that they 
may be sacrifices, increases in productive capacity or utses of our 
time and energy. Each of these has its influence on valuation, 
for each “ cost of acquisition ” is an influence —though at times 
barely discernible cither upon our scheme of preferences or the 
pri(^c we will pay for utilities, and each “ cost of production ” 



1932] 


MUNROE : VALUE AND INCOME 


267 


has its influonce upon the things, and the amount of them, that 
we procure. 

The values produced, they arc distributed as income to the 
various classes of producers, so that Professor Muiir(x>’s second 
task is concerned with an explanation and a discussion of the 
factors influencing the magnitude of wagiis, interest, rents and 
profits. Again, Professor Munroc’s conclusions, as is to be 
expected in a book of such a (^haractcM-, are l(\ss interesting than 
his analysis. His analysis, moreover, is of such detailed character 
and is so stinudating and challenging that any comment that is 
not useless \vould nec(‘ssarily have to bo minute. It may be 
said, liowcver, that his treatment of consumer’s surplus and 
partial mono])oly, in particular, an? not impressive. 

In his treatment (jf the latter pro))lem. Professor Munroe 
bases his analysis on the hyjiothesis that '^if each would-be 
seller has only one unit . . . to dis])ose of, the entire supply 
will be thrown on the market; for one unit cannot be withdrawn 
without leaving sonu^ selhu* with his entire stock on his hands, 
and none of them will be willing to accc^jjt tliis in ordcT to ensure 
a high(>r price for the otliers.” The introduction of the word 
stock sugg(\sts tliat und(T jnonopoly the probltmi of valuation is 
one concerned with a fund of wealth, but this is so clearly out of 
accordance with the title and the geiu^ral treatment of the word, 
that the suggestion must, surely, bo disregarded. The hypo- 
thesis is not true, for example, when a])plied to the supply of 
labour, and it does not necessarily lead to the following conclu- 
sion — that the amount Avhicli the market is calh'd on to absorb, 
when any holdcu’ tries to sell one more unit, is not one unit, but 
one for every liolder.’' ’I'lie analysis of unstable cfpiilibriuni 
under conditions of multi-bolder or multi-producer moiio2)oly 
must of n(»cossity be difficult and intricate, and can lead, in 
general, only to an indeterminate solution. The tools forged in 
this book do not appear sharp enough for this task. The 
conclusion that where the number of sellers is greater than 
the number of units which it would be to the advantage of the 
monopolist to sell, market price will always ho lower than tlie 
monopoly juice,” miglit conceivably be useful when considering 
the sup])ly of haitlesJii])s, but it eanm^t in the nature of tilings 
be very helpful if we arc considering the supply of soda crystals. 

Pinally% one must welcome this volume for its subject and its 
treatment. In a d>mamic world static economics is in danger, if 
not of falling into actual disrepute, of remaining in a backwater 
both neglected and spurned : and wduai so much rouiaiiis to be 
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done in theoretical economics it is reassuring to find the danger 
being averted. And this is especially so when new tools and a 
fresh technique are brought to the task. 

J. Stafford 

The University^ Manchester. 

The Monopoly of Credit. By C. H. Douglas. (London : Chap- 
man and Hall. Pp. 128. 3s. (kl.) 

It is now thirteen years since Major Douglas* work began to 
appear in the New Age, nine since Mr. Orage abandoned his first 
attempt to expound it to the intelligentsia. In spite of the 
extraordinary imblicity it has received, only the most enthusiastic 
Social Credit propagandists would claim that their doctrine has 
made progress. Paced with the indiflcreiice of laymen and of 
economists, a movement loss convinced of the perfection of its 
credo would have wonder(?d wliether comj)l(itc failure to attract 
intelligent suppoit might not be due to grave defects in the 
presentation of its case. But the Credit Power doctrinaires, like 
the Marxists, remain self-satisfied : the only matters that worry 
them are the obtuseness of the public, the contrariness of econo- 
mists, and the “ psycliology ” of the bankers. To Major 
Douglas, the crisis and collai^so of credit have merely confirmed 
his original ideas, for such a detail as a fifty per cent, disparity 
of price-levels seems quit(^ negligible compared with the fantastic 
“ deficiency of purchasing power which he believes lie has 
levcaled. He has learned nothing from the events and con- 
troversies of tlic last decade; instead, lie has enunciated a new 
“ theorem.” 

Major Douglas is the antithesis of Dr. Hayek. The latter 
argues that neither crisis nor “ overquoduction ” would occur if 
the amount of money were only kejit constant, since — without 
the baneful stimulus of forced savings — investment and enter- 
prise would be restricted to what was safely profitable. Major 
Douglas, on the contrary, believes that 

“ it is impossible for a closed community to operate con- 
tinuously on the jirofit system, if the amount of money is 
not increased, even though the amount of goods and services 
available are not increased.'' 

This sounds like Marx, but the Major goes far beyond even 
Marx’s assumption of shortage of jiurchasing power from the 
Ijersistenco in prices of Constant Capital — the capital consumed 
in production. I’hrcc times in the prestmt book he repeats in 



1932 ] 


DOtJGLAS : THE MONOPOLY OP CREDIT 


269 


identical words “what is popularly known as the A plus B 
theorem,” and once (but in italics) a new “ proposition ” which, 
however, is “ fundamental.” The latter, as quoted recently by 
admirers (in the New Statesman) tout simple, appears quite mean- 
ingless, but read in its context seems to bo nothing more than an 
incomprehensible version of the theory associated with the Poliak 
Foundation, the rather large assumption of wliich is that the 
amount of money in circulation remains fixed. But Major 
Douglas has a genius for complicating the obvious which is only 
equalled by his faculty for simplifying what is complex. Thus 
he considers that a fall of prices ofl’sets the consequences of 
falling costs — instead of vice versa — for, taking a static view of 
the problem, ho regards reduced costs as diminishing producers’ 
income, and falling prices as increasing consumers’ purchasing- 
power. It was hardly surprising, therefore, that he propounded 
a curious monetary equation. 

He endeavoured to equate the national income, not with the 
goods and services that consumers buy, but with “ total prices,” 
and he naturally found a discrepancy, which he concluded — 
correctly, of course — was accounted for by means of payments 
other than income, i.e. by credit. But instead of going on to 
inquire into the conditions governing the supply of money, and 
whether the quantity and direction of credit could safely be 
entrusted to the inanagemoiit of the central and other banks 
respectively, he announced that there must ho an increasing 
shortage of purchasing-power — unless there vas an increasing 
“ issue of money for ca])ital production ” — a proviso Avhich his 
followers generally omitted, but uhich anywa}' was irrelevant, 
since practically all his so-called “ ” payjiients are for goods in 

process of production, not for lunv ca])ital. From the statement 
that changes in the How of credit are largely dcixMident on central 
bank policy, Major Douglas infers that almost all })urchasing- 
power “ proceeds from the banks in the form of a loan,” and, 
regardless of the fact that most of this credit is usi^d ior financing 
the transfer of goods from product^’ to retailer, he suggests that 
such short-term funds ought to be in the possession of consumers 
— not as loans, but as dividends ! 

His new contribution is to insist that 

“ Sales betwwn consumers arc an important factor in dis- 
tribution, and require that the money value of ‘ second hand ’ 
goods shall bo in existence until tlie goods have physically 
disappeared ” ! 
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But why stop at second-hand goods? If consumers should 
retain as purcliasing power the value of goods which they have 
already used, why should they not claim the value of potential 
production ? The fact that they would in either case spend such 
“ dividends ” on the most attractive goods seems unim- 

portant to Major Douglas, for he proposes that all prices should 
be regulated according to tlio general ratio of production to con- 
sumption. But since the price-level of jirimaiy commodities is 
to bo uncontrolled, the enormous increase in consumers* pur- 
chases would cause a corresponding rise in primary prices, and 
this would be quickly carried through to the jn'ices of consumers’ 
goods, leaving the relation between ju'ices and incomes more or 
less as before. 

Major Douglas’ chief error was to ignore the difference between 
price-levels as well as the meaning of changes in that of primary 
products. Agreeing with “ the bankers ” that ‘‘ prices ” ought 
to be “ allowed ” to fall with improvements in ])roduction, he 
failed 1o see that, so long as a sensitive index is maintained at an 
equilibrium with contractual obligations, Iluae can be no real 
shortage of purchasing power. 

UEOKrilEV BlDDULlMI 

Some Aspects of the Tariff Question. 3rd Edition. By Prof. 
F. W. Taussig. (Harvard University Press. Pp. 41h). 20.s‘. 
net.) 

The first edition of this well-known book appeared in UB.) 
and the second in 1!)18. The four Parts which composed the 
book in these editions are here reprinttMl without any siguiiicant 
change, and a new Part V is added which brings the story up to 
1930. 

Ibe ‘‘ main purpose ” of the volume, (h^clared Professor 
Caussig in his original Preface, “ is to considi'r and illustrate 
some questions of principle in the controversy on free trade and 
protection. The three chapters which constitute Part I state 
these questions ajid sumniai’iso the main conclusions. Iho suc- 
ceeding Parts give illustrations and verifications drawn from the 
history of several industries — sugar, iron and steel, and textiles.” 

This is a difficult task. It means comjiaring what has actufilly 
happened with what would have happened in the absence of a 
tariff. It means estimating to what extent any scries of events, 
occurring over time in a changing w^orld, was due to the turiff. 
Inevitably the conclusions reached will depend partly on the 
judgment of the investigator. 
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It is needless to say that Professor Taussig has performed 
this task most admirably. The new chapters maintain the high 
standard of the old. One comment, liowevc^r, may perhaps be made. 

I feel that in the first Part, and tfiroughout the book, rather 
too much stress is laid upon the effect of Protection on the price 
of the protected product and rather too little upon its effect on 
the directions in which labour and resources are emi)loycd. 
“ The essential and characteristic loss from protection,’' we are 
told, is that “ the price to the consumer of the domestic com- 
modity was higher by the amount of the duty ” (p. 455). A 
Protectionist might reply that, on the other hand, money incomes 
had been raised by the tariff, so that the net result might be a 
“ gain ” instead of a ‘‘ loss.” It seems better to regard “ the 
essential and characteristic loss ” as this ; tliat consumers, year 
by year, get an assortment ot goods and services under Free 
Trade, which they preh'r to the assortment they would get under 
Protection. 

In some eases an attempt can ])e made to “ verify ” tliis. 
Suppose over a period (jf years consumers’ tastes and methods of 
production remain tlio same, but the tariff on the products of 
industry A continuously increases. Then we should expect the 
quantity of product per worker to fall in A and to rise in non- 
protect(Ml industries, thus showing that the price-changes due to 
the tariff liad led to more expansion in A and less in nonq)rotectcd 
industries than consumers really desired. Tims in Australia, 
from 1911 to 1928, with a rising tariff on manufactures, the 
volume of jmxluct per worktu* increased less than 10 per cent, in 
manufacturing and over 40 i)cr cent, in (non-protected) agricul- 
ture, while resources ])er worker increased more in the former. 

Professor Taussig’s inquiries, notably in the case of sugar, 
into costs of producti(m inside and outside the protected area, 
alternative uses of land used for growing protect etl sugar, and so 
on,' come to much the same thing and are probably a safer and 
more convincing method of demonstration. 

Part V covers tlie period 1910 to 1950. Tiio branches of 
production covered are again Sugar, Iron and Steel, Wool, the 
Silk IMamifacture, the Cotton ^lanufaeture, and Woolless and 
Worsteds. There is also a chapter on the remarkable develop- 
ment of Rayon. Professor Taussig and l.)r. White must have 
done a great deal of woi'k in getting all this new material. More 
than ever, the book is a valuable contribution to the industrial 
history of the United States. 


F. C. Benham 
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Future Trading upon Organised Cmnmodity Markets in the United 
States, By G. Wright Hoffman. (Philadelphia, University 
of Pennsylvania Press; London, Oxford University Press, 
1932. Pp. xvii + 482. 28^.) 

In addition to holding the post of Professor of Insurance in the 
University of Pennsylvania, the author is Consulting Economist 
to the Grain Futures Administration of the United States Depart- 
ment of Agriculture, and, as was to be expected from such creden- 
tials, he has written a book which will remain standard on its 
subject for a long time. His object, he says, has been to describe 
accurately the nature of future trading,” and in this he has fully 
succeeded, giving not only a ch^ar account of the development and 
organisation of the markets, but also of their economic effects on 
manufacturing business. ‘‘ There is 2 )erhaps,” he says, “ no place 
in the world where speculation is carried on with such care-free 
abandon as in the United States. It sweeps along from one object 
of interest to another, invading, at various times and with varying 
degrees of intensity, every economic activity of this (*oimtry.” 
“ As it is applied to the field of future trading, speculation is an 
attempt to profit from uncertain fluctuations in the price of either 
wealth or rights to wealth. . . . The lield of future trading is 
thus a part of the l)road field of risk, taking the form of speculation 
for those who assume the risk and the form of hedging or insurance 
for those wJio transfer the risk of uncertain j^rice changes.” “ In 
the United States, future trading had its origin just prior to the 
Civil \\"ar in gi’ain and pork products. Cotton followed in the 
latter part of the sixties, coffee in 1SS2, cottonseed oil in 1904 and 
raw-sugar in 1914. Since the World War, a long list of products 
has been added, including rul)l)er, cocoa, (ggs, butter, hides, silk, 
cottonseed and cottonseed meal, mill feeds, tin and copper. 
Classified by commodities, the list includes at the present time 
(1931) over twenty-five individual products, and the future 
markets for those commodities also number more than twenty-five. 
Their total volume of trading during the year 1929 amounted to 
approximately 42 billion dollars.” 

Confining himself mainly to grain and cotton, Professor Hoff- 
man traces the origin of speculation in grain futures to the practice 
of buying and selling grain by contracts “ to arrive,” which per- 
mitted the possibility of selling “ short.” The bulk handling of 
grain at Chicago and the grading of the grain made it possible to 
draw up a standardised contract which formed “an excellent 
instrument for speculation.” In cotton the practice developed 
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in Liverpool of buying and selling supplies in transit, and during 
the Qvil War enormous speculation developed which was facilitated 
by the laying of the Atlantic cable ; from these practices a formal 
exchange with rules for trading evolved. Two chapters are 
devoted to an account of the marketing of physical grain and 
cotton, and a third to an analysis of the future contract and its 
uses. The emphasis here is laid on the fact that “ in dealing in 
futures one is dealing not in the actual commodity, but in claims 
on or contracts for the commodity.’’ Such rights may be traded 
in to twenty times the actual crop, but “ the crop itself is bought 
or sold perhaps on the average not more than four or five times 
involving the various steps in marketing.” The first part of the 
book concludes with 110 pages on the market structure, the 
organisation of exchanges, trading procedure, and the clearing of 
future contracts by buying in or selling out — all full of most 
interesting detail. 

Part II, occupying about half the book, deals with “ price 
aspects and problems of future trading.” ‘‘ Under the present 
i)lan of marketing and merchandising commodities in wliich 
future trading plays an important part, cash trade interests 
everywhere dej)end upon a close correspondence of cash and 
future prices to hedge their trade positions and to determine daily 
the buying and selling limits for their products. In fact, weie 
there no necessary and continuing rclationsliip between cash and 
future prices, there would be no economic justification wdiatever 
for future trading.” ‘‘ In the larger price movements cash and 
future prices advance and decline together,” because at the end 
“ future contracts can be converted into the cash commodity if 
either the buyer or the seller so desires.” The future market is 
unliinited in its supply of ‘‘ rights ” and has the greater bulk of 
information, so prices move easily there and cash prices follow 
owing to the habit of hedging cash commitments. Variatiojis 
between cash and future prices arise because as the season ad- 
vances cash prices include a carrying charge for storage, and 
because, since a future provides for the delivery of any of a number 
of grades at the seller’s option, “ the future will rctiect that grade 
and class wliicli at any given time is the most profitable to deliver ” 
and, “ as the month of delivery ai)proaches, it mil also rcllcct the 
bottom of this particular grade.” Several grades of a commodity 
are, as already said, deliverable on a contract, but only at additions 
to or subtractions from the price of the basis grade. There are 
various ways in wliich these differences arc fixed and they fre- 
quently disturb the relationship of cash to future prices. The 
No. 166.— VOL. XLII 
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supply of futures being indefinite, the only restriction on volume 
of trading is the amount of margin traders have to put up. As for 
every transaction of purchase there must be a sale, short selling 
is not necessarily bad. It is the manner of trading that may be 
questionable, and large traders do not seem to create prices, but to 
utilise the varying news of the day. 

Hedging is a shifting of risk. If A buys 5000 bushels of wheat, 
he can avoid the risk of a fall in price by selling an equal quantity 
of wheat futures to a speculator. The hedger is thus protected 
against unforeseen major movements in price, but he still retains an 
interest in the relative changes occurring between cash and future 
prices which will determine his profit or loss. Space will not 
permit us to deal with the two fascinating chapters on this subject. 
As to the prospects of the continuance of trading in futures, 
Professor Hofiman points out that it is incompatible with modern 
State-fostered methods of co-opcriitive trading, and that it must 
decline unless reformed by a more adequate code of rules and more 
rigid enforcement of those rules. 11. W. Macrosty 

Bailway Economics, By K. G. Fenelon, M.A., Ph.D. (London : 

Methuen. 1931. Pp. 228. 5,s.) 

Transport and Communicalions. By K. G. Fenelon, M.A., Ph.D. 

(London : Pitman. 1931. Pp. 101. 2,s\ (k/.) 

Dr. Fenelon ’s book on Railway Economics is a commondablo 
introductory manual to the subject. Within the limits of the 
space he has allowed himself, he gives an admirably comprehen- 
sive description of tlic present organisation of the British Rail- 
ways, and of the services they provide for the trader and the 
passenger. Ho discusses ]>articulaiiy well the relative merits 
of the “ departmental ” and “ divisional ” systems of railway 
administration, and he goes very fully into tlic many different 
classes of passenger traftic. The reviewer was interested to learn 
that the British affection for small and privately owned wagons 
was more the fault of the traders than of the railways; and he 
confesses to a distinct glow on Ic^arning that the G.W.It. had 
recaptured for Britain the world’s speed record ! 

Labour conciliation machinery, the history of amalgamation, 
the Railway Clearing House and the Railways Act of 1921 are 
each discussed adequately, and Dr. Fenelon gives an interesting 
account of early classifications and rate structures. 

The theoretical chapters are concerned chiefly with the theory 
of railway rates. These chapters contain the most valuable part 
of Dr. Fenelon’s exposition, though they are not, perhaps, among 
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the best in his book. In them a theory of railway rates which 
explains why the railways can charge different rates for carriage 
of the different commodities, and not merely why they do, is 
made available in a text-book of railway economies. Dr. Fenelon 
follows Professor Pigoii in regarding the railways as a discrimi- 
nating monopoly. He accounts for the classification of freight 
and the charging of differential rates as the attempts of a mono- 
polist to achieve a nuixiniiim net revenue within the limits 
permitted by the law. Dr. Fenelon dismisses entirely Professor 
Taussig’s misapplicatioJi of the theory of joint-cost to a case 
where the vital condition of joint-supply is lacking, and he 
recognises that Ac\YortIi’s principle of “ charging what the traffic 
will bear,” if it is to mean anything at all, can only mean charging 
a rate calculated to yield a maximum net revenue under con- 
ditions of monopoly. 

Dr. Fenelon is to be congratulated on having gone thus far 
towards assimilating “ railway economies ” to the general body 
of economic thought. It is to be regretted that he did not go 
further, and examine more closely the doctrine of “ place utilities.” 
On p. 125 he finds the theoretical basis of rate-making in the 
difference in place values. ‘‘ For example, if tlie price of a 
commodity were 18.v. in A, and its j)rice in 1^ were 15.y., the 
maximum rail rate which could be charged would be 3**.” But 
surely the dilTerence in price between A and B may itself depend 
on the railway rate which is being charged? If the railway 
cliargcul more or less than 3*’., less or more of the commodity 
would presumably be carried from B to A, and, consequently, 
the price in A, depending, inter alia, upon the supply made 
available there by the rate the railway is charging, would be 
mere or less than IS.s. This doctrine of “place utilities” pro- 
vides no more than a method of ascertaining the rate a mono- 
polist would charge without looking in his rate-book. It does 
not say how that rate is determined. 

The discussion of the relations of road and rail transport 
contains a good account of the measures of co-ordination the 
railways have been able to adopt since tlu'V obtained the Railway 
Road Transi'ort Acts of IU2S. But the principles underlying 
the relations of road and lail transport receive scarcely adequate 
attention. The carry ing of goods b}' road to-day presents a case 
of almost pure competition. The railways present a case of 
monopoly, “ simi)le ” (in Professor Pigou’s language) by nature, 
but permitted a certain degree of discrimination by the law. 
The margin of competition between road and rail at present must 
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therefore be largely arbitrary. It will depend upon the relation 
of the rate-structure of the railways, i.c. upon the classification 
of freight and the scale of diflcrential charges, as determined by 
the law', to the costs of carrying each class of goods by road, 
determined by the free competition of road hauliers. The signi- 
ficance of this arbitrary element in the situation is not examined. 
It may imply that a solution of the problem is only to be found 
in a complete break from past practice, possibly in the direction 
of the abolition of the classification. 

Dr. Fenelon deals concisely with railway electrification and 
the Weir Report. Finally and imi)artially, he considers State 
ownership and operation of railways. 

Jn Tm)iS2)(Jit and Communlcatioihs Dr. Fenelon attempts to 
cover the whole field of his subject; shipping, railw'ays, roads, 
canals, post offices, teI(‘pliones and telegrams. The space avail- 
able is, however, far too small for anything more than a very 
superficial survey. The book should serve well to refresh and 
stimnlate the memories of those about to enter tlu^ examination 
room. For the unlearned, it suffers from too great a condensa- 
tion to afford more than an outline of the subject (hvilt wfith. 

G, J. Walker 

University of Birminyhmn. 

Planwirtsdiofl and Verkehrswirischajl. Ry (.\\u1j Laisdauer. 

(Miinchen und Leipzig: Duneker und iluiuboldt. 11)31. 

Pp. 223. ihn.) 

Tiurtv years age, tlu^ most distinguished academic repre- 
sentatives of economics — on the Continent of Europe at any 
rate — were, in the majority of cases, in favour of some form of 
State Socialism. To-day they are ])r(‘dominantly liberal ; in the 
classical sense of the word. On the other hand, thirty years ago 
Europe was still in the age of laissez-faire capitalism. Since then 
we have witnessed a treunendous extension in the scope of State 
interference — legislative regulation in tlu^ spheres of prices, pro- 
duction and distribution — ami a similar growth of monopolised, 
or virtually monopolised industries. Jt is this contrast between 
the theoretical strengthening of the liberal casci and the growing 
decline in tlie ijractical application of its ideas wirich has prompted 
Dr. Landaucr to write his book. The author (who is apparently 
an exception to the rule ho himself formulated, as he is a 
theoretical economist and a Socialist at the same time) proceeds 
at first to examine how far the free play of economic forces in 
present-day capitalism secures that maximisation of individual 
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satisfactions from a given quantity of means, the assurance of 
which is the chief raison (Vetre of any economic system ; and if 
it docs not, what are those “ anti-productive ” phenomena of the 
actual Exchange Economy which prevent it from functioning in 
accordance witli the ideal type of Exchange Economy presented 
in theory. He then proceeds to set out the outlines of a ‘‘ Planned 
Economy,” a system which would bo free from any of the grave 
objections raised from the tlieorctieal si(]e against a collectivist 
system of production. Finally, lie points tlie way to tin*, pracjtical 
realisation of his ideas. 'J'he book is tlierefore at once critical and 
constructive. 

As far as the first part is concerned, one can find little to dis- 
agree with — little, at least, that is important for the main trend 
of his argument. Dr. Landauer’s main thesis is that, as time 
proceeds, the capitalist system becomes progressively less well 
adajited to the task of adjustment to the continuous changes of 
data; not on account of (‘xternal limitations upon its working. 
hut for causes inherent in it. His main concei^n is the problem 
of monopolies. According to the author, the tendency to mono- 
polistic combinations is inhenmt in the competitive a.ssumptions 
of theory; there lieing a ])erinanent source of instability arising 
— -(juite apart from pi'culiarities in the technique of production — 
from the fact that all produ(‘(M*s can derive a net advantage from 
limiting output to the o])timuni monopoly ])oint ; and they will 
show a lend(Mi(;y to do so, once the true and permanent advantage 
of combination is recognised. ‘‘ It is ilk^gical to assume that an 
Exchange Economy develofis to p(‘rfection within the practical 
limits and yet excludes monopolies. One thus assumes that 
there is a perfect communication bedween buyers and sellers, 
while ail}' understanding between the dillerent seller’s is prevented.” 
The answer to tliis — by no means new, but very attractive — 
argument is, that under assumptions of flirorclically perfect com- 
petition not all ])roducers can derive a net advantage from com- 
bination ; as each j)roduc('r su])plies only an inlinitesimal part 
of the total output, every limitation of output presu})poses the 
exclusion of some producers, and these, whoever tlu\v should be, 
will not be parties to the bargain. Secondly, even if this factor 
is disregarded, perfect competition assumes perfect mobility from 
one industry to another; so that ])rodueers in other industries 
exposed to competition will have a net advantage in entering the 
field of monopolised industries. Dr. Landaucr\s argument would 
require, therefore, an imdei’standing not only between all pro- 
ducers in one industry, but bctw-cen all producers in all industries ; 
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in that case, however, the advantages of monopolistic combina- 
tion would largely cancel each other out. (Largely, but not 
entirely. The latter would require the assumption not only that 
all producers are also consumers, but that all consumers are 
entrepreneurs.) Such a situation would not be stable cither, 
unless we assume that the life of each individual firm is unlimited. 
In case it is not, some firms may derive a net advantage in break- 
ing away from the combination, as, within the limits of their life- 
time, the immediate gains made by charging lower prices may 
more than outweigh the permanent loss caused by the return to 
competitive conditions. 

Both these objections fall to the ground, however, once the 
assumption of theoretically perfect com])etition is dropj)c(l and 
the actual situation is considered, where the optimum output of 
the individual firm is not an infinitesimal part of the total output. 
The larger this optimum in relation to the output of the industry 
as a whole, the greater the proportion of overhead costs to prime 
cost s and the higher the initial expenses of a firm in relation to 
its total expenses, the more important is the practical implica- 
tion of Dr. Landaucr’s argument. Neither our first objection 
(that combination requires the elimination of some ]>roducers) 
nor the second (that combination will call forth the entry of lu^w 
competitors from outside) will then be necc'ssarily etTective. We 
can agree with tlie autlior, therefore, that as technical ])rogress 
causes a growth in the size of the “equilibrium firm," we have 
to expect a growing monopolisation of industries. 

In the following sections, dealing with the elh'cts of mono- 
polisation, the shortcomings of our existing theoretical knowledge 
become more strongly felt. What are the ellects of a general 
tendency towards monopoly ? Does the system under such con- 
dition still tend towards a stable equilibrium ? If so, what kind 
of equilibrium ? Would it still represent an “ optimum ” distri- 
bution of resources ? Economic theory is not yet able to give a 
clear answer to sucli questions. The tlu'ory of moTU)poly, as 
we know it, assumes monopoly of a single industry, surrounded 
by a sea of competition; and in the circumstances it is little 
more than a scientific toy. A qPMeral theory of mom)poly, in- 
vestigating the conditions of equilibrium when all producers, or 
all consumers, or all owners of productive agents, or any com- 
bination of these three, are monopolised, is still lacking. Yet it 
is clear that only with the aid of such a theory can wo examine 
the effects of growing monopolisation on the economic system. 
Dr. Landauer seems undoubtedly right in saying ‘(in reply to 
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Dr. Georg Halm’s argument in Die Konkurrenz) that monopolisa- 
tion diminishes the social dividend; because the factors which 
are released in the monopolised industry can only find employ- 
ment in less productive uses. The greater the number of mono- 
polised industries the less can the actual distribution of resources 
be said to correspond to an optimum distribution. And it is not 
clear whether under conditions of complete monopolisation all 
factors can find employment. It is true that every fall in “ factor 
prices,” e,g, wages, pushes the optimum monopoly point “farther 
to the right,” but it is quite possible that the level of wages at 
which all labour would be employed is well below the subsistence 
level. 

There is a series of other problems arising out of the pheno- 
menon of monopolisation {e.g. unemployment, a slowing down of 
technical progress, lack of flexibility, growing cyclical sensitive- 
ness of the system) with which Dr. Landauer deals more or less 
eficctively. But even if these are disregarded, the argument 
presented above is suflicient to diminish very greatly the theoreti- 
c al case for a free Exchange Economy. 

Unfortunately, in the constructive parts of his book. Dr. 
Landauer has not been so successful. As is well known, the im- 
portant theoretical objection against a Collectivist Economy — 
disregarding the purely technical side of the problem, such as 
difficulties of efficient management — is not that it will not be 
able to reach a position of equilibrium (meaning bv the latter 
that all supplies, at existing ])rices, are equal to all demands and 
all factors are employed), but that it can reach too many such 
positions (preci.sely an infinite number), and it has no means of 
dunce between them. The Socialist planning autliority can 
equUibrate supply and demand by changing the price-relation- 
ships, or changing the relative quantities ])roduced (or both); 
but it will not be able to decide unequivocall}^ when to adopt the 
first policy and when the second. Even if we assume that a 
“free market” for consumption goods can be preserved, the 
methods of producing the.se goods will have to be decided arbi- 
trarily; as the Socialist producer cannot, even if lie tried to. find 
out the true displacement costs of the factors of production. 
This problem, which emerged as soon as the conception of “ real 
costs ” was abandoned, has so far proved insoluble. Dr. Landauer 
deals with it in a separate chapter, but his suggestions can hardly 
be regarded as anything more than a naive attempt to conceive 
the hypothetical constructions adapted, for purposes of abstrac- 
tion, in order to simplify reality, as if they were describing reality 
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itself. Imputation under Socialism, according to Dr. Landauer, 
can be secured in the following way : ‘‘ One calculates how many 
tons of coal, how many millions of labour days, how many 
millions of acres of land, etc. arc at the community's disposal 
every year; and one tries to find tlie optimum distribution by 
shifting every good from one employment into another until 
its optimal contribution is really reached.” It is hardly necessary 
to point out that (i) in a modern, developed system, consumption 
goods arc not produced from available ” means of production 
directly, but only indirectly, through producing a host of other 
production goods, whose justification again depends on the 
relative scarcity of the original means of production ; (ii) the 
differences between the productivity of the same factor in different 
employments can only be decided when the price of the factor, 
or at least the reaction of the movement of tliat fiictor on the 
price-structure of consumption goods, is alrc'ady known. As how- 
ever, it is, the discovery of the true prices ” which this pro- 
cess of trial and error intends to secure, the one can be deduced 
from the other only by the aid of a circular argument; (iii) in 
order to find out anything at all in this way, the different factors 
must be moved simultaneously, and not alternatively. If two 
industries, A and B, employ the same factors a and (^, the results 
might be entirely different if only a is moved from A to B or if 
a and p are moved simultaneously in o])p()sito directions. So 
long as ** factor movements ” arc carried out alternatively 
under not simultaneously valid conditions) the results disclose 
little about the true situation; wdiile if all factors are moved 
simultaneously, any attempt to deduce factor-prices from the 
existing price-relationships of consumption goods becomes im- 
possible; (iv) even if the above ol)jections did not hold, such 
a process of trial and eiTor w^ould prove to be absurdly uneco- 
nomical, as all factors would have to be tried in all employments ; 
and carrying factors from one employment into another involves 
a special cost — even in a Socialist State. 

Nor can one regard as anything nnu'e than a naiveit Dr. 
Landaucr’s other idea that the Socialist State should impute at 
first to the factors of production the same values which were 
imputed to them under Capitalism. Socialism, if the term means 
anything at all, involves a change in the distribution of income ; 
and a change in distribution always involves a change in the 
relative scarcity of the factors. The prices which factors received 
under Capitalism afford, therefore, no guide whatever to their 
true displacement costs under Socialism. 
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It is impossible to do justice, within a brief compass, to the 
host of ideas raised by Dr. Landauer in this connection. The 
chapters dealing with KSocialism act more as a deterrent, in reveal- 
ing the true magnitude of the problem, than as a stimulant, in 
suggesting solutions to it. In fact, if one re-reads the first part 
of his book in the light of the second, all, or nearly all, the objec- 
tions raised against an Exchange Economy seem to hold, with still 
greater force, against a Planned Economy. If Dr. Landauer 
succeeds in destroying one’s belief in the capitalist system — 
the first part of liis book provides easily tlic best criticism of 
Capitalism written in late years — but seems to fail entirely in 
making out a ease for an alt(‘rnativo, this is more to be regarded 
as a merit than a deficiency of his work. It is due to the scientific 
spirit in which the whole inquiry is conducted; a spirit which, 
despite the strong Socialist beliefs of the author, is remarkably 
free from ])olitical adulteration of any kind. And even if one 
cannot accept his conclusions, with the spirit of Dr. Landauer’s 
work one can only have the strongest sympathy. 

London School of Economic^, N. Kaldor 

New Survcii of London Life and Lahonr. Vol. TI : London 
l7idwilric><(, I. (London: P. S. King & Ron, Ltd. 1931. 
Pp. xvi + 41)2. 176*. Od. net.) 

The selection of occupations included in this volume is of 
special interest, since? they Ix^ar particularly on soiiio of the most 
interesting and significant problems of London industry. Thus 
they include the main seals of the sweating, or one might almost 
say, the fornuu* sweating, system in the Clothing, Furniture and 
Boot industries. Casual Labour is re])rosented by the Building 
industry and tlic Docks ; and the treatment of the latter industry 
by Messrs. Lascelles and Buck is [xndiaps the most atiraetivo and 
readable in the book, int(‘resting as are. to mention only two, tlu^ 
descriptions of Engineering by Mr. Turnbull and Domestic 
Service by Miss Collet. .Moreover, the eondilions in the Docks 
as here described show that evils emphasised by Air. Ijascelles in 
Dock Labour and Dccasualinalion in 1924 are already in course 
of being dealt with now, and that remedies which he and his 
co-author Mr. Bullock then }>roposed are being put into opiuwtion 
in London with some measure of success. Again, the ellects of 
mechanisation and mass production are well illustrated both by 
the Engineering and Metal ti*ades, which ])rovide one of their 
chief fields, and, by contrast, by industries less adapted to their 
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use, such as Building. Finally, the vexed question of domestic 
service is interestingly treated. . 

The technical problem presented by the width of the field has 
been excellently met by the utilisation of individual investigators 
for the separate industries, whose work is co-ordinated and edited 
by the Director and Secretary. The result is to preserve the 
individuality of tlio detailed treatment and yet to give an essential 
unity to the whole. The admirable introduction by the Director 
contributes greatly to this, and serves to bring into due prominence 
the salient features of the existing position. 

The treatment of individual industries follows largely the lines 
of tlie Booth Survey, ilius facilitating comparison of individual 
trades at the two dates. The inquiry is not limited to the County 
of London, but extends to the whole of the Greater London area. 
Certain features of the previous Survey are lacking, notably the 
details as to housing, and the summaries of earnings of workers in 
individual trades, which showed the percentages obtaining different 
levels of income. But some omissions arc inevitable in view of 
the more restricted space, since the intention appears to be to 
cover the industries of London in two volumes instead of the four 
of the Booth Survey ; and in certain other respects the statistics 
arc more complete in the present inquiry. The information on 
individual industries is clearly and interestingly presented ; but 
in the case of the (Nothing trades, with their numerous 
sub-divisions, a concentration of the wages information into 
a single section might perhaps not only have saved space, but 
also given a clearer picture of the position in the industry as 
a whole. 

The Survey of individual industries confirms the conclusions 
of the first volume as to tlui general improvement of labour 
conditions in London ; and further suggests that the greatest 
improvement has taken place where it was most needed. Thus not 
only have skilled real wfiges improved by 14 per cent, and unskilled 
by 28 2^er cent, between ISOO and 1930, but the improvement has 
been even more marked in the sweated industries. In many of 
the Clothing trades, for instance, the advance in real wages 
between 190G and 1930 was as much as 40 per cent., and in these 
trades women’s earnings arc now not only well above the poverty 
line, but even exceed the figure laid down by Mr. Rowntreo of the 
Human Needs Minimum for a single woman. Incidentally, one 
result of the Trade Boards Acts is that home work has ceased in 
many cases to indicate severe poverty and often provides a means 
of improving family standards or meeting special needs. There 
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appears, indeed, to have been a general levelling up of wages, with 
the consequence that liability to severe poverty has been reduced 
even more than in proportion to the increase in real wages. With 
domestic servants, for instance, wages were definitely lower in 
households having one or two servants in 1804- 6 than in those 
keeping five or more, but the difference lias now been very 
much reduced, and servants* wages in this respect are much more 
uniform. 

Nor is this the only direction in wliich improvement has taken 
place ; for both Sir Hubert Llewellyn Smith’s Tiitrodiietion and the 
relevant section emphasise the immense advance in the conditions 
of Dock Labour. Indeed, both ex])ress a doubt whether the 
present very favourable position of the docker relatively to other 
trades can be permanently lutained. Nevertheless, the change 
is remarkable. “ Irregularity of work has always been a feature 
of dock labour, but at least the irregularity is diminishing. The 
improvement in conditions is general. The docker is no longer a 
social pariah and his trade is becoming one to which fathers are 
glad to put their sons.** ^Moreover, tlierc is a corresponding 
change in the character of the dockers. “ The Transport and 
Ocneral Workers’ Union can claim credit for many improvements 
in conditions in London. But ])erhaps its greatest achievement 
is to be found in the greater self-resju'ct and discipline of its 
members. Dockers of to-day realise that they are no longer the 
failures of industry, but members of a responsible organisation." 
The volume also contains references to excellent relations between 
the Unions and the employers in other industries. 

Generally the improvement in Dock Labour suggests doubts 
as to whether the industry is now as seriously at fault in regard to 
easiialisation as is sometimes suggested. Admittedly a great deal 
still remains to bo done, before the position in this respect is 
entirely satisfactory. But the Registration Scheme has done 
much to check the evil. Further, stands for engagement of labour 
in the Port have been reduced to 200 from the pre-war 500, though 
this is still far from the total of fifty, which the late Mr. Orbell 
suggested as a practical minimum figure. The Survey also argues 
that really severe under-einjdoyment has been greatly reduced, 
and that the pi’ivaiion and degradation, which accompanied the 
pre-war system, liavo now' been largely removed even from the 
most irregularly employed, thanks to imemplojnnent insuranee. 
Indeed, this result in the Docks, like the evidence given by ]\lr. 
J. F. G. Price before the Unemplo 5 nnent Insurance Commission as 
to its effects in avert ing severe distress in the textile industries. 
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supports the view that the proper course to take with the short- 
time system of unemployment insurance is that of reform rather 
than of abolition. 

Certain other features may be briefly referred to. In the 
Building industry, ably described by Mr. Hugh-Jones, the system 
of tendering involves uncertainty as to the amount of work which a 
firm will obtain and variations in the type of it from contract to con- 
tract, thus ])rc\’enting tlie keeping of regular staffs and aggravating 
irregularity of employment. Indeed, since the war certain 
influences liavc tended to increase irregularities. Possibly, how- 
ever, the writer does !\ot emphasise enough the growing specialisa- 
tion of particular branches of the trade, which sliould permit of 
greater regularisation of work, though it is doubtful whether it 
has in fact done so. 

Present wage arrangements in the industry are interesting in 
providing that unskilled wages shall be not less than ITy per cent, 
of the normal skilled rates. 'J’his represents an advance on pre- 
war, when the proportion was about two-thirds. Tlie change 
illustrates the increasing strengtli of tlie la))ourers’ organisation, 
and w'agc relations in the itulustry generally suggest that the 
skilled organisations are niindful of the intcTCst of the other 
grades, and that the adjusting of wage rales within the industry is 
successfully dealt with. The arrangement also indicates a possil)le 
basis for relating skilled to unskilled wages, and, if this relation is a 
correct one, it implies that pre-war un.skilled wages w(To unduly 
low and that post-war changes have tended to bring about a 
desirable rectification. In the industry as a whole rcfal wages 
since 1 890 arc calculated to have risen rathiT less than the average, 
so that the sheltered nature of the industry docs not seem, at 
present at any rate, to liave increased its wages unduly. 

The grow th of meclianisation, sj)ecially noticeable in the Metal 
trades, lias l)ccn found to have many favourable results. Some- 
times it involves the disadvantage of a loss of the benelits of 
laboriously ae(pjired manual skill, but even here there are com- 
pensations. It lias created a new', if small, class of workers of the 
tool-setter and tool-fitt(T type, more liigldy skilled than the 
ordinary craftsmen, and the new types of maehinc-wwker often 
replace less skilled types, with a consequent gain in skill. More- 
over, mechanisation by permitting easy and accurate measure- 
ments of work, has largely removed the older Union objections to 
piece-work, and has facilitated the extension of payment by 
results, thus contributing a further influence to increase real 
earnings. Again, mechanisation, as in the Clothing industry, has 
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reduced irregularity of employment and rs|)eci;illy seasonal 
fluctuations, both by reason of the need of keei)ing macliinery fully 
running and by increasing opportunities of making for stock. A 
special case of interest is provided by the West l^iid llillincry trade. 

“ As recently as 1912, the numbers employed in August were about 
half those employed in May ; but, owing to the much wider field of 
employment now open to girls, there is a shortage of skilled female 
labour in the trade and every effort has to lie made to keep staffs 
together in the off season.’’ Further, growth of large-scale factory 
production has not only led to an im|)rovemeut in general con- 
ditions, but has greatly contributed to make the higlier wages of 
the Trade Board trades fully effective and without loss of industry 
and employment. A few of tlio smaller (‘lothing trades, like 
leather-dressing and artificial flower making, have indeed declined, 
but this is attributed to influences, such as changes of fashion, 
quite independent of the Trade Boards. 

The general improvement in London conditions is due partly 
to general influences at work to reduce poverty, and partly to the 
improvement in the economic and industrial position in London, 
compared with the Booth Survey. For at the earlier date London 
unemployment was above the average of the country, whereas in 
recent years the ])osition of JiOndon has been definitely better than 
that of the country as a whole. Moreover, the tendency latterly 
has been towards a general expansion of London industry, largely 
by the growth of new industries in the outer ring of London. Tliis 
is specially noticeable in the ]\I(dal trades, of which the Booth 
Survey declared : “ liondon is becoming more and more a repair 
shop,” and only under sp<'cial circumstances can a bona fuh 
London manufactui er secure the order.” But tlu' present volume 
points out that “ London is now becoming not less and less, but 
more and more, a centre of the engineering and metal industries.” 
Various causes are at work. The recent growth of new industries 
producing consumption goods draws our manufacturers to the 
neighbourhood of the big Jjcmdon market, cheap transport and 
power facilitate development in favourable conditions on the 
outskirts of London, and tlnu'e are various other inttueiices 
summarised in the cliapter on Fiigincering. The whole of the 
new developments arc well brought out in the volume under 
review, which is a valuable addition to our knowledge industrial 
and economic. 


N. B. Dearle 
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The Social and Economic Aspects of the Drink Problem. By Prof. 
A. L. Bowley, Prof. A. M. Carr Saunders, Sir James 
Hamilton, Sir John Mann, Mr. B. Seebohm Rowntree, 
Mr. Cecil Rowntree, Sir Edgar Sanders, Mr. F. D. 
Stuart. (London: Victor Gollancz, Ltd. 1931. Pp. 180.) 

This book is the work of a Coiumitteo formed, before there 
was any prospect of a Royal Commission on the subject, to inquire 
into the social and economic clTects of the consumption of alcohol 
in Great Britain. Another Committee similarly appointed to 
deal with the medical aspects of the problem had already published 
its conclusions. 

The present volume deals with the bearing of drink on indus- 
trial efficiency, and the relations between drink and poverty, and 
drink and crime — an ambitious programme undertaken with 
due regard to tlic difficulties involvx'd. The chief problem was 
to secure impailiality, since the majority of persons interested in 
the subject arc concerned either to prove that drink is the cause 
of all evil, or to explain away its ai)parent consequences. The 
Committee, therefore, chose both their field of action and their 
investigators w ith the greatest possible care : they aj)pointed 
experienced and responsible persons and Hk'v selected districts 
with a representative div(>rsity of population. They carried out 
detailed investigations in the Clydeside sliipbuilding area, in 
various colliery districts in the North and Midlands, among the 
iron and steel workers at Middlesbrough, in the seaport of Liver- 
pool and in the industrial cities of Leeds, Coventry and Luton. 

Statistics quoted in tlie text and further elaborated in the 
Appendix show' that the consumption of alcoholic drinks has 
diminished steadily and progressively since 1914. This change in 
the drinking habits of the poi)ulation the (Committee attributes 
mainly to the increase of prices consequent on heavy taxation, 
and the restricted hours of sale, and in a minor degree to low 
earnings and the presence of count(‘r-attractions. In estimating 
the connection between sobriety and industrial efficiency, the 
investigators consulted Directors, Managers, Works foremen and 
Trade Union officials. 'Die almost unanimous verdict is that 
there has been a largo reduction in the consumption of alcoholic 
liquor, that even “ occupational ” drinking in heavy work tends 
to decline, and that the younger men more especially have changed 
their outlook and improved their standards of dress, manners and 
conduct. It is claimed that the improvement is in a large measure 
permanent ; that increasing prosperity would not cause a set-back. 
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and that there is little prospect of a spontaneous demand from the 
rising generation for the abolition of the present restrictions. The 
writers cautiously conclude that under the conditions which 
prevail to-day “ drink is not, directly and prominently, seriously 
impairing industrial efTiciency.’’ 

Owing to enhanced prices the decline in consumption has not 
resulted in a saving of expense to the individual or the nation. 
A large proportion of skilled workmen are said to spend from three 
to five shillings a week on drink, while an expenditure of five or 
six shillings per week “ from the dole ” is not uncommon. The 
highest expenditure in relation to family income is to be found in 
the homes of the unskilled labouring classes. 1’ho conclusion 
arrived at is that di*ink is wholly or partly rcr^ponsiblc for 25 ])er 
cent, to 30 per cent, of the poverty of a working-class district. 

To assess the relationship between drink and crime, the Com- 
mittee analysed the records of 9,341 ])risoner.s in the Staffordshire 
area betwwn 1911 and 1913 ; and investigated 198 cases of various 
kinds of crime in Liverpool, 183 in Leeds and 113 in York. They 
also inquired into 300 matrimonial court cases. Finally, a docu- 
ment W’as prepared on behalf of the Committee, by the Governor 
of one of H.M. prisons, dealing with the crimes of 250 “ star ” 
convicts, i.e, first offenders convicted of serious crimes. The 
conclusions drawn from the evidence was that of “ common 
offences ” 40 per cent, are attributable directly or indirectly to 
drink, of crimes of violence 25 per cent., of matrimonial cases 25 
per cent., of cruelty to children ca.ses 15 per cent, and of cases of 
assault and wilful damage 50 percent. fVofessional burglars are, 
however, nccessaril}' abstemiou.s. 

The impartiality of the writers of this very interesting human 
document is beyond question, but it may still be asked whether 
the methods chosen are fool-proof, and whether the evidence is 
sufficient to bear out the conclusions. In the chapter on Indus- 
trial Elfficiency, which forms tJie major part of the work, the bulk 
of the evidence consists of the opinions of })ersons consulted. 
The writers do not claim that their nu^thods of investigation are 
more than “ the best ])Ossible iu the circumstances, ’ but state that 
the evidence on which they rely, though perhaps not strictly 
objective in character,'* yet “pos.ses.ses objective reality of an 
impressive kind.’* The difference involved in this distinction is 
perhaps not very apparent, but the reader who studies the 
evidence — and it will repay study — finds the weight of opinion so 
considerable, and the conclusions so cautious and restrained as 
to be thoroughly convincing. Reynard 
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The Costs of the World War to the American People, By John 
Maurice Clark, Professor of Economics in Columbia 
University. (New Haven, Yale University Press ; London, 
Oxford University Press, P»)31. Pp. xiii + 31G. 215. Crf. net.) 

This volume in the “ Economic and Social History of the World 
War,’’ promoted by the Carnegie Endowment for International 
Peace, is a study of war costs and, therefore, as the author says 
“ is cither a relatively simple matter of tabulation and fiscal 
allocation, or else it is an economic problem of insoluble difficulty, 
one wliich no volume can master and no scries of volumes exhaust.” 
Eiscal payments, accordingly, are “regarded as of little significance 
in themselves, their chief importance being as evidence of the 
outpouring of goods, the diversions of productive power from peace 
to war uses, and the sacrifices of the people, all of which constitute 
the more im 2 )ortant realities behind the sums of moiu^y wliich serve 
to call them forth.” Treating his subject primarily in a historical 
manner, Jh'ofessor Clark skilfully avoids both the sterile and the 
impossible, and succeeds in conveying an adequate rejiresentation 
of the magnitude of a national effort and of its immediate and 
continuing cost. 

In the Introduction several questions arc raised, of wliich the 
most important is, lias our post-war economy been built upon a 
basis which will liave to bo revised downward before we can 
resume development on a sound and normal basis? The over- 
whelming probability seems to be that this is the case.” The 
first three chapters ketch the position of the United States before 
the War, during the pt‘riod of neutrality, and during the war- 
period. In 1913-PJM the country sliowed abundant prosperity 
and a rising trend of production and income w hicli w ould probably 
have risen to a greater height even if there had been no war. 
Tlie outbreak of war immediately deepened tlic existing minor 
dejircssion and produced a great disturbance in the financial w-orld, 
but these first residts were followed by an enormous increase of 
exports, jiaid for in gold, in the reiiatriation of American securities, 
and in loans from private American sources. Those years were 
highly j)rofitable. “ We were able to lend Europe our products 
(in effect), to restore our fknv of home investments to a satisfactory 
normal level (or possibly more) and in any case to a level far above 
that of 1914, and to have more left for consumption than ever 
before, even on a per capita basis.” “ Including the armed 
forces, the War absorbed probably over 20 million person-years, 
or more than half of one year’s normal gainfully employed man- 
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power for the country as a whole.” There was much waste and 
delay, due to lack of preparedness, but business profits were high 
and a great impetus was given to standardisation. “ It appears,” 
says Professor Clark in an earlier chapter, “ that an appreciable 
part of the cost of the War to the country as a whole was borne 
out of increased production and real income during the war 
period. Including the profitable period of our neutrality, this 
compensation might amount to more than one-third of the 
immediate war costs. Omitting the profits of neutrality, not 
more than dne-fourth of the immediate war costs Avould be offset.” 
The “ aftermath of war ” is the theme of the fourth chapter. 
First, the boom that followed on the world’s need for replenish- 
ment of supplies absorbed the majority of the ex-service men, but 
the abnormal profits that were secured and the steeple-high prices 
that resulted led to over-investment and over-speculation which 
ended in a crash with 5,000,000 w^orkers unemployed. Prices 
and costs were brought down to a level which proved to be 
fairly stable up to 1929 ; and ushered in the period of post-war 
prosperity. This, despite de])ression in agriculture, coal-mining, 
shipbuilding, and other industries, and a considerable amount of 
cojitinued unemployment, has been the greatest prosperity any 
country has ever known.” The causes are “ to a considerable 
degree conjectural,” but include the new^ doctrine of high wages 
(strengthened by restriction of immigration and prohil)ition) and 
instalment selling. One war legacy that developed during this 
period is the rise of the United States as a creditor nation, with the 
ultimate inevita])le result of an alteration in fiscal polic3^ 

The bulk of the volume isoccujiiedwith discussions of particular 
problems, from which it is ilifiicult to quote without incurring 
grave risk of misrepresenting both the facts and the author’s 
conclusions. The headings of the chapters will indicate the scope 
of tlie treatment. The}" are ; “ The Xaturc of War Costs ” 

(two chapters); ‘‘The Evidence of Fiscal Outlays”; “State, 
Local, and Private Expenses “ JIow the Burden was Borne ” 
(“ it is an undoubted fact that this country bore the burden of the 
War wdthout any marked or serious privations for the people as a 
whole ”) ; “ The Displacement of Man-Power ” ; Shifts in Man- 
Power vs. Shifts in Income”; “ EiTects of the War on the 
National Dividend ”; “ '^riic Toll of Deatli and Disability ” (iw"o 
chapters); “The War and Agriculture”; “The War and the 
Railroads”; “Shipping and Shipbuilding”; “The Northern 
Migration of Negroes”; “Munitions and Allied Industries”; 
“ Other Industries ” ; “ A Final Summary.” In addition, two 
No. 166. — VOL. XLir. u 
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appendices give a “ Treasury Estimate of War Expenditure ” and 
“ Calculations of Economic Loss through Death and Disability.” 
The chapter on the National Dividend is peculiarly interesting 
and inconclusive. “ The figures afford no evidence that the 
national dividend in tlie period of active hostilities was either 
raised or lowered as a result of the War, and no sure evidence that 
our post-war prosperity was either greater or less than it would 
otherwise have been. They do afford convincing evidence that 
the national dividend in 1921-1922 was far below normal, and 
that this depression was not offset to any material extent by 
supernormal productivity in the years just preceding. And 
this depression was a direct sequel and result of war conditions.” 
Regarding the subsequent prosperity, “ probabilities seem to point 
to the conclusion that the War did play some part in setting up 
the conditions which earned our national dividend to heights it 
might not otherwise have reached in the same time, and that it 
thus made partial amends for its depressing effect on our total 
national income from 1917 to 1922. On the other hand, these 
conjectural gains seem destined to be more than neutralised by tlie 
results of the present dej)resslon, which also has claims to being in 
large part a war sequel,” “ It is only fair,” the author adds. “ to 
charge as part of the post-war deflation ” the fall in prices which is 
the special feature of the present depression , and “ it is possible that 
from now on we shall begin to bear for the first time one of the 
serious after-effects of the War from which we have hitherto Ixm'ii 
protected ; namely, the diminished buying j)ower of our eustonuMS 
in other countries How long this remains a serious bunhm 
depends on the speed and comjjJeteness of the economic recovery 
these otJier nations make. To facilitate this recovery, even at 
some present sacrifice, is one of the wisest things this country could 
do, in its own selfish interest. To cri])plc it or allow it to be 
crippled through failure to co-operate, would bo the most calamit- 
ous of policies for the United States.” H. W. AIacrostv 

The Iron and Steel Indndnj in the United Slatej^, By E. D. 
McCallum, M.A. (London, P. S. King & Son, Ltd., 1931. 

Pp. 333. 12.y. Cyd.) 

Tiip] author, who is now lA3cturcr in Economics at Armstrong 
College in the University of Durham, states that he collected most 
of the material for this book during his tenure of a Rockefeller 
Fellowship in the Social Sciences in 1927-1928 in the United 
States. Much of the ground covered is familiar, as the titles of the 
chapters show — “ The Processes of Production,” “ The Structure 
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of the Industry,’’ “ Industrial Combinations,” The Marketing 
of Iron and Steel,” “ Labour,” “ The Relations of Employers and 
Employed,” “ Rcitioiuilisation.” Nevertheless it is always useful 
to have a fresh review, especially of an industry which, as the 
author says, lias come to be regarded fis “ the best index of general 
business conditions in the United States,” and up-to-date-ncss, 
which is found in this book, is essential to the usefulness of essays 
in descriptive economics. The author is to be commended for the 
use he has madti of the data contained in the Census of Manu- 
factures reports, in the reports of tlic Federal Trade Commission, 
in those of the Secretary of Commerce, and in other official 
documents. 

’.riic salient fact about the enormous development of the 
industry in the United States is that the industry works essentially 
for a free-trade market of dimensioris unknown elsewhere and 
that only about 5 jht cent, of the output is t\\])orted. Chapter 
VJ, which deals with marketing, will probably contain most 
novelty to most rearlt'rs. Railway.s, Ijuilding and constructional 
uoik, and tlu*. aut()mol)ilo industry accounted in nearly erpial 
lU’oportions for ol-T) ])er cent, of the consumption of steel in 1029. 
but railways hav(^ Ix eii losing and automobiles gaining importance 
as consumers ; oil, gas, water, and minijig came next with 10*5 
per cent, in 1925 the consumption of steel per head of the 
jxiliulalion was 2J times as great in the United States as in the 
United Kingdom. About S5 ])er cent, of the steel output is sold 
direct by the steel companies to the consumers, and while the 
ITiiited States Steel Corporation relies on decentralisation of salc.s, 
the Bethiehem Steel (^)rporatioIU centralises its ])usiness. Botli 
metiiods have proved efficient, and w.ireliouses are maintained in 
dilfeieut parts of (lie country for ease of immediate delivery. 
“ 'Fo the sales organisation tliere is freipiently added a market 
research depart nnwit. It is the function of this department to 
record and study changt's in gimeral eeonoinit! conditions, to look 
out for market possibilities and to keep the sales department fully 
informed of its iiiidings with the object of furthering the sales of 
the company’s products.” The jobbers or merchants are mainly 
engaged in “supjilying the needs of the small consumer immediately 
on demand.” They finance the small buyers and spread a good 
deal of tlic risk of production ; the steel companies find it more 
advantageous to leave small orders to them. Import trade is 
handled by private merchants, and the increase in receipts of pig 
iron from India in 1924 and 1925 alarmed Eastern manufacturers 
so much as to enable them to obtain an increase in the duty from 
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seventy “five cents to a dollar and a quarter a ton. ' ‘‘‘The growth 
of the export trade/’ says Mr. McCallum, “ is to bo attributed 
largely to three factors, namely : (1) greater productive efficiency, 
(2) improvements in export organisation, and (3) the deliberate 
adoption, mainly by the United States Corporation, of a policy of 
export diim])ing. . . . With regard to the third, there is no 
doubt tliat the Steel Corporation has sj^stematically dumped its 
products in foreign juarkets. . . . Much of its business has been 
secured by systematic dumping made j)ossiblc by the partially 
monopolist position which tlie Steel Corporation maintains in the 
domestic market.” Practically every steel-making company is 
included in the Ste(‘l Ex])ort Association of America, formed in 
1928 in order, inter alia, to avokl extreme price-cutting in foreign 
markets and to define clearly areas of influence regarded as belong- 
ing primarily to the producers of one nation as against those of 
another. 

Ml*. McCallum is sceptical about the results of combination in 
the iron and steel industry of the United States, lie thinks that 
their huge size may, ‘Mlirough lack of opportunity for training in 
the function of management, hinder the d(‘velopment of a high 
order of busiiu'ss ability.” lie susj)(‘<‘ts insuflicient care in 
regulating capital expenditure and thinks that the elaborate 
machinery of control imposes a heavy linancial burden. Tlie 
expected econoTjiies of combination have not been r(*alised, and 
evidence is available that in tlui case of the large* concerns, ‘‘ to 
judge from the return which they secure on th(*ir investment, 
they have pi’oved Ijss successful than smaller ones,” a view which 
the movement of st(;ck prices shows to ])e h(‘ld on the stock 
exchanges. Again, “ by far the greater ])art of the new con- 
struction work in the industry has becai made by the? smalh'i* 
companies,” and during the post-war ])eriod the four great (*st 
steel-making conccjins contributed only l.'k'iO.OOU tons towards the 
total increased capac-ity of 5,000,000 tons. 

“ Paternalism ” and “ autoeraey ” afllict the relations of 
capital tow'ards labour, but interest will be found in the documents 
in th(? appendices dealing with the ‘‘ company union ” of the 
Bethleliem (.Vjinpany aiul the employee stock-owning jdaa of the 
Steel Cbrpoj’ation. 

One final quotation of general bearing, relating to the utility 
of statistics, may be permitted : “ It is no exaggeration to say 
that in the iron and steel industry the time has alrea,dy come 
when a business man is able, in the words of the Secretary of 
Commerce, ‘ to determine the exact position of his industry in 
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relation to production, slocks, orders, sales, conditions of sources 
of supplies, the consuming market, credit, business activity, and 
broad economic currents — both at homo and aijroad — whicli may 
influence the condiict of his particular occupation.’ ” Of how 
many British industries can the same be said, and how long will 
business men be content to stumble along in unco-ordinated 
competition, ignorant of the relation of their particular operations 
to the condition of their industry as a whole ? 

H. W. AIacrosty 

Economic Develojrment in the Ninaleenlh Cenitiri/, France, Ger- 
many, JRui^sia and the {■niled States. By the late L. C. A. 
Knowles. (London: Boutledge. 1932. 12.s\ Or/, net.) 

This is more definitely a text-book than ^frs. Knowles’s volume 
on The IndunlrM and ( Commercial Revolntion^ in Great Britain, to 
which, however, it stands in a close relation. It gives a part of the 
continental background of that work, and the lectures on which it 
was based were no doul)! meant to be taken in conjunction with 
those on the British devTlopment. The point of view is already 
familiar from the earlier l) 0 ()k : the livc^ parts of this volume after 
the Introduction deal with ‘‘ The Agraiian Bevolution,” “ The 
Industrial Revolution,” 'Fhe Revolution wrouglit by Meelianical 
Tran.s])ort,” ‘‘National ( ommercial Polici(‘s,” ‘‘ (Irowth of State 
Action.” Under each of these headings ex(‘ept the last, which is 
treated very bri(‘ily, the four great Pow ers arc taken se])arately and 
in succ('ssion. TIktc is little com])arisoii or synthesis; what is 
given is a summary account of the leading facts and events. The 
scale is, of course, small : the w liole book is shorter than Professor 
C-lapham’s volume oji Prance and ({erinany, though it deals witli 
four Powers instead of two, and begins before, not after, the 
French Revolution. 

The consequent need for brc'vity no doubt tw plains the almost 
complete exclusion of the other continental Kuropean countries, 
even those, like Holland and Belgium, of wliieli the economic 
history is really inseparable fnau that of tlveir greater neiglibours. 
Their omission is, hoAvtwer, partly to be ac(*oimted for b}" the 
distinctly political x)oint of view from whi(*h th(' greater part of 
the book is written. “ (.ireal Powers ” may indeed be such eco- 
nomically as well as ])oliticalIy, but only a w riter w ho approached 
the economic through the x)olitical would have given more than 
one sixth of the book to tarilT ])olicies while saying scarcely any- 
thing about prices, the j)reeious metals, international lending, the 
forms of industrial and commercial organisation, or the changes in 
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consumption. In such an immense subject-matter bold simpli- 
fication is indeed necessary, and, as in her other books, Mrs. 
Knowles’s happiest strokes are the illuminating phrases in which 
she throws up sharply points which arc usually obscured by their 
contexts. Some of these provocative suggestions deserve quota- 
tion. Up to the beginning of the nineteenth century, labour 
was difficult to obtain in every great European country ” (p. 40). 
“ The German women . . . arc the best housekeepers in the 
world ” (p. 17.*]). “ Knowing something of the seventeontli- 

centuiy administj‘at ion in England, I slionld say that that of Russia 
[before 1914J was no l)ctter and no w'orso than that of England 
two hundred years ago ” (p. 34()). The influence of milk-supply 
on infant mortality (p. 08), the need for further explonitioii of the 
economic influences on Napoleon’s policy (p. 124) are examples of 
incidental points in the book which may be called giniuinely 
original; and it is interesting that in emphasising the economic 
causes of the whole ]H)litical devel(»pnient of tlie llevolutionary 
and Napoleonic era, Mrs. Knowh's made a conside?‘able advances 
from the political starting-point to whicli we liave n‘f(‘iT(*{l. '.riiis 
may be set against what appears to be an unduly favourable 
account of the Russian reforms of 1911-1914 and a tt ndiuuy in 
ascribe too mucli influence to all grandiose pi’ograinnies of Static 
action, such as those of (Vdbert, Napoh'on. (V>unt \\'ilt(‘. 'rh(‘ 

book is not overburdened witli statistical information : and that 
which is given is always apt and is taken fi*om good sources. 

Mr. C. M. Knowles and Dr. Allan Mcldieo have done their 
editorial work well. A few rep(*fitions (jccair, and tlu‘ bnn ity of 
the last section and of the notice of (Jerinan colonisation is some- 
what out of jwoportion to the rest of the l)ook, l)ut then* \uv not 
many obscurities or actual mistakes. Of the latter it may hi* 
useful to point out oik^ or two. On p. .‘17 is the erroneous state- 
ment, “ Up to tlie nineteenth century artilicial pastures did not 
exist in any of th(‘ great continental counlries ” ; ))ut on p. 57 th(‘ 
amount of artificial j)asture in France in 1789 is given as a million 
hectares. The a(;counts of the causes of wars are ovei’-simplified, 
especially that on p. 195 of the Anglo- Annaican war of 18 12. 
On p. 190, 1. 7 from b(‘low, “ 182;] ” seems to be a misj)rint for 
‘‘ 1833.” ’There an? some f?onfusions about the status and names 
of the minor German states in pp. 257 29:]. On p. 311, I. 7, 

“ conscience ” should be “ consciousness.” It may se(?m rather 
paltry to mention these little points, esj>eeially wlien they occur 
in a posthumous book, but it is a book which will probably be 
widely used, and the author w'ould have? be('n the first to W(4conie 
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corrections, however small, which would increase its usefulness. 
Its publication rounds off her w^ork : with her three volumes on 
British and imperial development it makes an impressive whole. 
What is more, it shows the thoroughness with wliich she followed 
out her plan of setting British history in its organic relation to that 
of the world. G. N. Clark 

A Short History of Political Economy in England. By L. L. 

Price. Fourteenth edition, revised and enlarged. (Methuen 

& Co. Pp. 315. G.S.) 

It has not been the fasliion in England to study the history 
of economic thought since Mr. Price published the first edition 
of his book a generation ago, and this may largely explain why 
he “ has seen no compelling reason for changing substantially the 
accounts furnished therein of the chief English economists of the 
past.*’ After this statement from the author there would be 
nothing in the fourteenth edition for the reviewer if it were not 
for the addition of a Part concerned with more recent authors. 
'J'hey are divided, in accordance with the main lines of the division 
of labour in economic science, into economic historians, statis- 
ticians, and economic theorists. But first Gonner and Smart 
are considered in an introduction, because they exemplify the 
co-operation between all workers which has taken jfiace. The 
economic historians are Rogers, Cunningham, Ashley, Unwin and 
Mrs. Knowles; the statisticians, Giffen and Booth; and the 
theorists, Sidgwick, Nicholson, Edgeworth and Marshall. 

In this new Part the judgments expressed are of the most 
general nature. For example, of the seven pages devoted to 
Sidgwick, the Uvo on his economics scarcely give the student an 
idea of liow' he differed from Mill and ]\Iarshall. In the case of 
Edgeworth more s[)ace might be given to showing precisely how^ 
he “ poised himself so ('venly . . . that he generally descended 
from the fence only to take shelter behind the screen of someone 
else, or, it might often be, of more than one at the same time.” 

The compi-essed exposition, and the literary style, sometimes 
make the real meaning difficult. In fairness to English scholar- 
ship it must be said that few would choose Spann’s (written Spahn 
in the text) Types of Economic Theory (“ this learned and sugges- 
tive history ”) and Homan’s Coniem porary Economic Thought to 
represent the substitutes which have been suggested for Marshairs 
“ organon,” without making it much clearer than Mr. Price does 
that they are not to be taken as typical of economic thought in 
the German-speaking countries and America. 
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It would be an increased asset if Mr. Price would put his 
great knowledge of economics prior to his own generation at the 
disposal of his wide body of readers fti greater detail. A quarter 
of a century has passed since the only other occasion when the 
book was revised; and while it will undoubtedly play a part 
commensurate with the width of its public in stimulating the 
study of the history of economics, its effect w ould have been greater 
if the history had been presented in greater detail edition by 
edition. 

11. Opik 

Ma^/dahn College, 

Oxford. 

Technischer Fortschriit und Arheitshsigkeit. Hy K. Lkokukr. 

(Tubingen : .1. C. B. Mohr. 1931. Pp. 120.) 

Professor Lederfr regards this as a tentative analysis (ff 
the consequences of technical progress, the theory of wliieh lias 
not yet been fully workt^d out, in spite of the fact that notliing 
in a dynamic system can be explaiiual without it. ,He (‘xpn'ss(\s 
dissatisfaction with the existing attianpts, which lie calls com- 
pensation theories, because th(\y argue that labour si^t fre('. by 
improvements is automatically resorbed, liis own conclusions 
may be formulated as follow s, (i) The temjio of technical prf)gi(‘ss 
relative to the formation of cajiital and incn'aso of ])<)puIation 
determines how long unemployment will last, (ii) Hie tempo of 
improvement in a boom is one of the determinants of th(‘ severity 
of depression, (iii) Cartels and trusts tend to s])ced up technical 
improvement and make it “ too rapid.” It is tliis tendeiu^y of 
capitalism to organise itself that diselos(\s tlie imperfection of the 
automatic resorjjtion of labour and raises the vital jn'oblein of 
social restraint upon the tempf) in order to n‘alise tlic beneficence 
of technical progress.” 

The analysis proceeds by dividing industry into groups, in 
one of which a technical imjirovemcnt occurs. Definite* mag- 
nitudes arc assigned to such things as labour and capital employed, 
rate of profit, and rates of change. 'Tlie particular numerical 
example so constructed is the starting-point of long chains of 
bold reasoning, which exerniilify the grave d(‘f(*,cts of this method. 
I’here are some confusions and ambiguities due to the failure to 
make explicit at every step the assumptions n(^c(?ssary to the 
particularity of the example chosen. 

First of all, an example is constructed for a static system or 
circular flow (Kreislaufwirlsclmji), The effect of tlie improve- 
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mcnt is made to depend entirely upon th(^ ('lasticity of demand 
for the product affected. The examination of the possible con- 
ditions of elasticity, however, yields no jvsult hn* use in the 
‘'dynamic” system, nor df>cs it in «any way facilitate the con- 
sideration of the latter. There arc two reasons for this : first, 
the assumptions arc neither clear nor adequate ; and secondly, 
every significant effect of the initial change is abstracted from, 
cither because it would make the systcun dynamic or, as in the 
case of shifts in demand, because it is peremptorily asserted to 
be negligible. 

In the dynamic analysis the danger of reasoning u])on a 
particular example becomes more striking. Tlie assumptions 
should bo elucidated; for example, there is no indication how 
long the assumption is retained that the additional means of 
production n(‘C(‘ssary to e\j)ansion can bf' sii])pliefl by industries 
producing consumption gofKls (p. SI), (‘onsequently, the con- 
clusions do not always folh)\v fnan th(‘ j>ree(‘ding reasoning. A 
case in ])oint is tlii' statement, important for the general conclu- 
sions referred to above, and oik* emphasised by Professor Lederer, 
that small disturbances may have gr(*at efiVets. But the assumed 
imj)rovement, which di-penses with oO per ci‘nt. of the workers 
in the linns alf(*ctt*d. is not a small disturbance. It is directly 
responsible* for ap])roximately oe.ooo of tlie 1)7.000 unemployed 
which linally emerge in Pndosor Ledcrer s example. In con- 
trast to this, it is talo fi for grant('d that .small changes in prii'cs 
will not have large cirects. 

Mofjdalru II. Opik 

Orjord. 

L. T. Ifohliousc, his fj'fi fi/nl ]\ urk.— W ilh and 

AriicUs, J\v d. A. Hobson and Mohbis ( iiNsnuHo. (London : 
Allen and rin\in. 1031. Pp, oiio. 1*J>. !»:/.) 

Lkoxaio) lloBKorsn's friends, as well as a large number of 
workers in the subjects to which lu* di'voli'd so much of his life 
and his n'lnarkable powers, \\iil welcome .Mr. Hobson s little 
biogra])hy. They will also welcome Prole.s.sor (onsbergs a])pre- 
ciation of his contributions to ])sychology, anthro[u>logy, sociology, 
and ])hilosoi>hY proper. 

Hobhouse was unusually versatile. He was not only a great 
teacher and a brilliant journalist : he was also a philosopher, a 
social worker, and a jmlitician. He was a pioneer in the science 
of sociology and in some branches of ]^sychology. The width of 
his range of interests mav bo shown by the tact that when at 
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Oxford, in connection with his philosopliical studies, he under- 
took a strenuous course of physiology and biochemistry, while 
in later life he even plunged, into mathematics with a view to a 
better understanding of Einstein. 

Hobhouse was of course interosted in economics, and especially 
wliere it touched the subjects witli which he was mainly occupied, 
and he took an active part in the practical application of economic 
theory, as Avitnoss his work siircad over many years in connection 
with Trade Hoards. But ho was never a professional economist. 
In the list of liis principal works, iwintcd at the end of the volume, 
only two articles are mentioned whicli could be described as 
definitely on economic subjects. For economists as such, there- 
fore, the volume does not contain much of special importance. 
As human beings, however — and I suppose some of us economists 
arc human ! — this account of a fine personality and an inde- 
fatigable student of the social sciemes should have its appeal, 
for, as the late C. B. Scott says of Hobhouse in a graceful 
little introduction, his “ dominant characteristic was ever his 
humanity,’' his deepest instinctive belief and hope was in 
human ])rogress,” and “ no one surely ever better earned the title 
of the friend of man.” 

The selected article's and essays, which form the latter part 
of the book, are almost all either leading articles or ba(‘k-})age 
articles contriliuted liy Holjhouse to Tlia Manvhei^ter (Jufirduui 
eluring the Avar years. "Jliey range over a variety of subjects, 
from Slatesmnmhij) in IF«r to Jane Auden ^ and from The Future 
League of Peace to The Artistic Fa/lacf/. They arc beautifully 
written ; they arc unusually good specimens of this class of 
journalism, and interesting as showing Hobhouse’s powers in 
this direction. The first of the essays, entitled The Problem^ 
should be of some intc'rest to readers of tlu? JouRNAii. It was 
written at the end of his life as an introductory chapter to a 
book planned by liobhouso and a group of frieiuLs “ on what 
may be termed the new social-reformist poli<*y,” though the 
project was abaiuloned after his death. The essay contains a 
good discussion of such sulijects as the limits of State interference, 
the share of labour in industry, arbitration, the rights of property, 
and inheritance. This is a])parently the only one of the essays 
and articles which has not hitherto been published. 

There are one or two slips in the biography. For instance, 
the year of Ilobhousc’s death as stakid in the Preface does not 
tally with that given in the text of the life. And according to 
the dates given on p. 15, Holdiouse’s father must have either 
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(lied in 1899 and not in 1895, or he must have been given a living 
four years before he is said to have been ordained. But these 
are small blemishes in an attractive book which sliould help to 
keep alive the memory of the life and worlv of a man whom Mr. 
Hobson I think riglitly describes as “ one of Ihe less known of 
the great men of our time.** Handkrson 

The Indndrial llecoliition and (he Economic World of To-day. By 

L. W. Wjhte and K. W. Shanahan. (Longmans. Pp. 378 . 

On.) 

This book is a study of the industrial changes and their effects 
in Croat Britain and of contem])orary economu^ structure. It is 
intended primarily as a text-book for the teaching of economies in 
schools, and as this is in itself a debatable and important question, 
the method here suggested by the authors, who have experience 
of such teaching, is of considerable educational interest. The 
book is divided into two parts : in Part I ^Iv. White gives a good 
account of economic development from the seventeenth cemtury 
to the present day, and ifi Pait 11 J)r. Shanalian discusses very 
competently such exist iiig economic problems as trade fluctuations, 
international trade, unemployment, public finance, etc. 

On the whole, from the point of view of teaching method the 
eonneetion b(*tween Part I and Part TI is slight. A preliminary 
knowledge of economic history is a very dilferent thing from an 
historical a])pr()ach to economics. The desire is evidently to 
avoid theory, but unfortunately it is only in the light of principles 
that any rc'al historical connection can be seen. Part IT, which 
deals witli economics as distinct from economit* history, is descrip’ 
live and informat ive and gives a good account of what the economic 
specialists are saying on the dilferent questions discussed, but it 
gives the schoolboy no instrument of analysis by which he could 
examine any economic ])rob1em or form any judgment of his own. 
The reproduction of tlie eonsid(Tations liere set forth by a sidiool- 
boy with no training in economic principles would liave a naive and 
somewhat pathetic aspect to the sympathetic observer. The 
miravelling of the so-called capitalist slogans *’ wliich follows on 
these dillicult chapters (Chaps. X XVI) is in itself surely a con- 
fession of the nature of the teaching that has been conveyed. 
So long as the aim of this type of teaching in schools is merely 
general knowledge, it may have it's uses, but its nature and 
limitations should be very clear both to the teacher and the 
taught, but esjieeially to the teacher. If it were clear, would it 
he suggested that “ Perha})s the best book for further reading is 
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Caniian’s Review of Economic Theory ” (p. 365) ? A destructive 
piece of critic^ism of this nature is hardly useful to anyone with no 
knowledge even of the simplest theories of rent, wages, interest or 
profits. IMarshalFs Economics of Industry or Clay’s Economics for 
the General Reader (not the “ Everyday ” Reader as stated), 
though they follow rat Jicr oddly on the first suggestion, are more 
indicative of the stage that lias been reached by a student of the 
book under review. M. T. Rankin 

England in Transition, By jM. Dorotfiy Gkoroi^. (George 
Routledge & Sons, Ltd. 1931. Is, M,) 

This book is based on the series of broadcast talks given by 
Dr. George in 1930, but for the purposes of this book the talks 
have been very much expanded and rewi*itten. The result is a 
very interesting and lively little book and a very valuable one for 
teachers and students. 

*1 iierc is probably no aspect of history more (lifii(?ult to ])ortray, 
as history, than the economic or industrial aspect, and yet it may 
safely be said thore is no aspect of history so frerpiently taught 
by those who arc not historians. ]\Iost schemes for “ adult 
ediK'ation ” include a course on Industrial History which covers 
in most cases mainly the period of the Industrial Kcwolution.” 
It is a disturbing thought to consider how much implicit 
materialistic interjiretation of history goes on in this connection, 
saved only, if at all, from a blighting inllucnce by its own drabness 
and that saving grace of inattention on tlic |)art of tlu' young. To 
give information about the great inventions, the I’ise of trade 
unions, the growth of factory legislation and the breakdown of the 
Poor Law is no doubt useful in many ways, but seldom is it history : 
it lias no real roots in the past and very little in the way of life for 
its own period or develojiing force. It lacks reality because it 
lacks unity. Dr. George’s book is a corrective to all this. She 
deals mainly with the period just before 1760, and in order “ to 
counteract our bad habit of reading history backwards ” (p. 31), 
she deals with it entirely from contemporary sources. The 
breadth and a(;curacy of treatment whi(;h Dr. George attains in this 
way, and in so small a compass, arc remarkable. Not only are imity 
and humanity given to the period, but they are breathed iirto the 
succeeding period of considerable if not “revolutionary ” cnange. 
The completeness of the picture is increased by the skilful use of 
illustrations from contemporary prints. In an appendix are given 
Gregory King’s estimate of “ population, poverty and wealth ” 
(1688), and Colquhoun’s estimate (1803). M. T. Rankin 
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The Sociology of City Life, By Niles Carpenter. (New York : 

Longmans, Green & Co. 1931 . Pp. xix + 502 . 16^9.) 

Mr. CARPEJiTER will not take the risk of leaving anything 
unsaid, and some of it he repeats many times, on the principle 
perhai)s that “ what I tell you three times is true.” Nevertheless 
there is much interesting and valuable matter in this ];ook. 

After a detailed survey of the origin of city life beginning 
with tlie neolithic period, of the location of tlie city and the 
composition of urban populations, the author proceeds to a 
comparison of the city and counti*^' dweller as regards birthrate 
and deathrate, habits of life, work and recreation. Next he 
treats of the relative incidence of poverty, crime and insanity, 
and wlierever the city compares unfavourably with the country, 
he finds an explanation of this in the immigration ])otli of 
foreigners and of country-dwellers, which is a function of urban 
growth. The new conditions produce a. t<hock-effa:t : with his 
old anchorage the migrant loses his old standards, and the ctlorts 
retpiired for successful adaptation to his new surroundings are 
often greater than he can achieve. The result is frequently a 
breakdow n of health, murals and even sanity. So culture-shock 
is invoked over and over again in this volume to account for 
religious indilTerentism, poverty, crime and mental disease, and 
statistics are quoted to show that migrants not only of the first, 
but even of the second g('neration contribute di.spro])ortionately 
to the main evils of city life. The Jews would appear to be an 
exception to this rule, since they do not share the weaknesses of 
other immigrants. But they have l»y long habit l,)ecome “in- 
durated ” to city life, and so do not suffer like other newcomers 
from dilliculties of adjustment. 1'his is a somewhat light-hearted 
conclusion which leaves out of account all national qualities ami 
characteristics. 

Turning to the ironomv of city life, ^Ir. (Carpenter describes 
in great detail the elforts reipiiretl to bring su]>plies into tlie city 
and take waste products out of it. Tliis would appear to bo the 
city's Achilles heel, for once the optimum size has been reached, 
essential services will become i)rogressi\ ely more dillicult and 
more expensive. At lliis stage or earlier the pressure of public 
opiniiti will have placed these services under government control ; 
and the Government machine, umviekiy, iiitlexihle, ju’obably 
inefficient and certainly coiTUi)t, will begin to ciieroaeh on private 
enterprise, lay increasingly heavy burdens of taxation on the 
community and dry up the springs of energy and the sources of 
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production. The government of cities, the author admits, has 
been the one (conspicuous failure of the United States, as, generally 
speaking, city governments api^oar to consist largely of venal and 
second-rate men. Other nations are not mentioned in this con- 
nection, but it is clear tliat these generalisations arc meant to 
extend beyond the limits of the United States. 

The dis(piieting feature of the situation is ilie apparent lack 
of connection between “ cultural ” Jind economic processes. A 
growing number of persons become psycliologically and socially 
conditioned to urban life : any other existence is to them incon- 
ceivable. So cities exj)a nd, and arc liable to continue expanding, 
long after considerations of economic expediency w ould call a halt. 

Having brought us into this JMr. Cari)cnter concludes 

his work witli a comparison between the Roman Empire and our 
modern civilisation, and here at least ])rovidcs us wdth a gleam 
of hope. ^J'hc fall of Romo exemplifies the very ])rinciples set 
out above. Rut the wliolc period of P^oman expansion was 
relatively sterile of scientific and technological advance, while in 
the modern w'orkl scientilie discovewy and invention have more 
than kept pace with the increase of population and the expansion 
of cities. Tlie only (picslion is how long tlu‘y will c()ntinu(> to do 
so. Sir. Carpenter’s problem would st‘em to be a further refine- 
ment of the proldcm which has troubled Maltlnisians for over a 
century — that of accommodating an indefinitely increasing po])u- 
lation within a non-ex})ansibIe space. And on the future of tliis 
he obviously cannot ne expected to commit hims(‘lf. 

If. Reynard 

Das Ende des Kapilali'^nuis, Ry EEiiDiNAND Fried. (Jena-: 

Eugen Diederichs Vcjlag. i!)31. J’p. 205.) 

One of the lusults of the present ('conomie crisis is that every- 
whero there is a close (examination (jf the capitalist organisation 
of society. Is capitalism in danger of imminent c(dla])se? Will 
it outlast the economuj u])h(\avals to w hich it has Ikmmi snbje(;t(Ml ? 
Questions of tliis kind arc being asla^l both in the market-place 
and the study; Fried’s book is a survey of the held in clear 
language, attraertively presented (vvitli arresting cajitions), hut 
limited almcjst entirely to conditions in Oermany. Fried main- 
tains that the Industrial Revolution and its technical inventions 
have at last come to an end; that the tendency in Industrial 
States for the pojjulation to increase has been succeeded by another 
making for a gradual decline of poiiulation ; tliat the alarming 
extent of ^unemployment is significant of the. prevailing crisis; 
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that free competition has been checked by the growtii of trusts, 
cartels and combines ; that freedom of trade is no longer a reality ; 
that, as a consequence, modern economic activities do not produce 
outstanding leadership or outstanding ideas, l)ut are regulated by 
administrators and officials; that the State interferes more and 
more in economic enterprise, creating a sort of new ^Icrcantilism. 
In a word, where before tendencies in economic life were dynamic, 
to-day they are beginning to be statu?, and the end of Capitalism 
is in sight. 

These theses are elaborated in the book, which contains nothing 
that is si^ccially new or deep. It is an essay in Descriptive 
Economics, almost entirely reviewing German conditions. For 
these the book Avill be found very useful, especially for the light 
it throws on such questions as the number of millionaires in 
Germany, ho\v they amassed their wealth, who arc the leading 
industrialists, bankers, financiers and landowners. Fried effec- 
tively contrasts the old generation of captains of industry with 
the new, and his picture will be found true to fact, i\ot in Germany 
only. Ilut he also surveys the other social groups; h(3 considers 
the effect of the failure of Gapifalisiu on the middle classes and 
the proletariat. Doth the worker and the farmer have been 
forced to lower their standard of living, and all because of what ? 
]3eoauso of tlie world’s iiuh'btedness. Look wlua’i? you will — to 
South America, to Australia, to the greater part of Europe — and 
you will find general banknqdey. The burden of indebtedness is 
weighing down the world in general and G(*rmany in particular. 
Reparation payments are a enrsc' to those who receive no less than 
to those who make them, Dy reason of these ])ayments, Ger- 
main has been forerd into the position of a debtor country; l>y 
virtue of her geographical and cultural situation, she is destined 
to lead the debtor countries in the international economic re- 
arrangements which are bound to be made sooner or later as a 
result of the eollajxsi' of Ga])italism. 

Those who iv(piiro a ra]>id survey of t)resent-day conditions in 
Germany — not in detail, l)ut in general outline — av ill read Frietl's 
book with profit. Tlie author appears to he a clever journalist 
employing an easy style. ^1. Epstein 

• 

Oesatmndh AhhanfUuii<j€}i. Dy Fuieduioii Fuetuehr von 

WiESEK. (Tiibingen ; Verlag von J. V, D. Mohr. 1921). 

Pp. xxxiv + 404.) 

When on July 22, 11)20, Wieser died, his position as one of tlio 
loading authorities of the Austrian School of Eeoumpists was 
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firmly established. Nay, more ; he had won a world-wide 
reputation as a prominent teacher of Economic Theory. Students 
in this country will associate his name with the conception of 
“ marginal utility,” and many will have read his more important 
works in an English translation — e.g. Natural ValnCy published in 
London in 1893, or Social Economics, published in New York in 
1927. Wieser's literary output was fairly extensive; Prof. 
Hayck has made a selection of some of his representative papers 
which he lias collected in this volume as a memorial to a teacher 
whose fame extended far beyond V'ienna. 

Fifteen papers are in the volume : one, on The Austrian 
School and the Theory of Value,” a])pearcd in this Jouunal in 
1891 ; in the volume it Jias been translated into German. Of the 
remaining fourteen it will suffice briefly to indicate their respective 
themes. The method and content of t^conomic 'J'hcory arc studied 
in two papers — one a short consideration of terms, and the other 
a I 'ngthy review of Prof. Sehumjietcr's liook, which, though 
written in 1911, may still be lead with prolit hi 1932. The theory 
of value is discussed in two ])ap(‘rs : from the llandicorterbuch 
tier SlaatswisscHSchaflaf, of which \\’ieser was one of the Kditors, 
two of his articles an^ reiuinted, one on the concejition of a 
“ good,” and the otlu^r on *’ marginal value.” Tlmv. are several 
papers on gold and currency problems, and a lengthy study on the 
relation between larg(*-scalc enterprise anil co-ojierative produc- 
tion. Of the two lectures in the volume the more important is 
Wieser’s llcctoral Address at Prague, on Social Forces, in which 
lie det'clops a somewhat con.servativo [lolitical creed. An ap- 
pendix contains an early (‘.^^say ('‘On tlie Eclat ion between Post 
and Value ”) dating back to the year 1870, which has never before 
been publislicd. 

It would be ne(‘dicss to attenijit to evaluafe the ])apers in this 
volume. Suffice it to say that the .selection is rc])resentative, and 
that it is convenient to have t he papiTs in one volume. The book 
will take its place worthily among Pollectetl Economic Essays, 
from those of CJiffe Lcs)i(‘, which some of us read with profit and 
pleasure a (piartcr of a c(‘ntury ago and more, to those of Keynes 
and others of our own g(‘neration. M. ErsTEiN 

# 

Genetic PrincipleH in Medicine and Social Science, ily Lancelot 

HooBKN. (Williams and Norgate. 1931. Pp. 225. 15^.) 

The extent to whicli the eliaracteristics and behaviour of 
men rest upon genetic foundations is a matter of interest to all. 
To students of the social science^ it is a basic problem which 
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they cannot escape. Not only the explanation of events in 
past times, bnt also any long-range proposals for betterment, 
must be profoundly affected by the view taken as to the part 
played by the genetic basis of human nature. It was inevitable 
that men should have speculated concerning a problem of such 
great and general interest long before there were any means of 
making a scientific attack upon it. Thus in any case scientific 
inquiry would have })cgiin in an atmosphere of preconception. 
But the study of this vast problem has had a peculiarly unhappy 
history. The present state of affairs is largely due to the in- 
fluetuie of Sir Francis Galton, a man of great charm, ingenious 
mind and a multiplicity of talents. But the net result of his 
influence was to implant prejudice rather than to lay the founda- 
tions of scientific study. Ostensibly he was a worker in this 
field who based his opinions on the results of scientific investiga- 
tion. Without in any way belittling his many valuable con- 
tributions, it is true, liowever, to say first that he was in far too 
great haste, and secondly that he did not maintain a clear dis- 
tinction between the science of human genetics and the art of 
applying that knowdedge. As an example of the first we may 
note that as early as 1883 lie wrote that we greatly want a 
brief word to express the scien(*e of improving slock.'" But 
tliere was then no need of such a word; another twenty years 
were to pass before there could ])e such a sc ience, because it was 
not until well into the present century that the fundamentals 
of genetics began to be studied. As an example of the second 
we may recall his well-known definition of eugenics as “ the 
study of agencies under social control that may improve or 
impair the racial qualities of future generations." In form it is 
the definition of a scieiu e, but he has imported into it concepts 
of value with w hich a ])ur<^ science has not hing to do. 

The first holder of tlic new* chair of Social Biology at the 
London School of Economics is thus in a i)eculiar j)osition. He 
is faced by the fact that his field is encumbered by much pseudo- 
science; moreover, conflicting opinions are held with a con- 
viction, sometimes amounting to passion, with regard to matters 
that liavc as yet hardly begun to be investigated. He has set 
about his difficult task in an admirable fashion. This book 
contains studies, involving much original analysis, of several 
important aspects of the problem. Among others there are 
chapters on twin resemblance, on single gene substitutions in 
human pathology, on serological data from the point of view 
of gene localisation and on the concept of race. For an attack 
No. 166. — VOL. XLII, X 
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on these problems Professor Hogben possesses the indispensable 
equipment of a thorough knowledge of genetics and of a mastery 
of statistical method. No attempt is made to summarise the 
numerous pieces of fragmentary information that arc to hand ; 
that has been done often enough in recent years. The aim is 
to begin to lay lirnily a few foundation stones, and in that object 
the author has been thoroughly successful. It is not an exaggera- 
tion to say that this book is the most im])ortant contribution 
that has been made for some years in this field. 

The book is not easy reading for those without some know- 
ledge of genetics and of statistical method. In consequence 
the casual or hasty reader may miss that which is of lasting 
value— the clos(dy reasoned exploration of ])articular problems. 
His attention is likely to be caught by another aspect of the book 
which is hanl to define. It may be i)ut this way. Professor 
Hogben is not only in revolt against existing ])seudo-science, 
but also against the general conclusions which ar(‘. l)ased upon 
it. He is not content, however, to intimate that any gcmu-al 
conclusions must be premature. He is emotionally repelled by 
the doctrine of the importance of inheritance and es])ccially 
by the superior and condescending outlook to which it sometimes 
gives rise. It is evident that ht^ is attracted by tlie o]>posing 
point of view ; and, while ho is far too conscientious a man of 
science ever to suggest that there is scientific* evidences when it 
is absent, for that whkdi he would like ultimately to find to be 
true, he does somehow convey tluj idea that furtlier knowledge 
will not tend to sup])ort the thesis that inherited dilTerences 
are of great impcntance. The (*areless reader may easily con- 
clude that Professor Hogben has demonstrated this. He lias 
not done so, and it is a [uty that he has laid himsc'lf open to this 
misconception. A. .M. ( ^vkk-Saux riEKS 

Social Aspect's of llalionalisatiou. (International Labour 

OHicc. Pp. 381. Sa*.) 

This important rc'view of all the conditions which come within 
the s]>hcre of rationalisation is thci result of the resolutions passed 
on the subjcjct at the GeiMjva Conferences of 11)27. It is an 
authoritative summary of facts brought together from countri(?s 
where the new industrial outlook has tak(U) hold, and these facts 
arc collated in all their bearings on output, wages, hours of 
work, employment, industrial hygiene, and industrial relations. 
The output figures arc so remarkable as to suggest a new type of 
industrial revolution, whose early mormuitiim can hardly be long 
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maintained. The Kocial facts accompanyinjr this change are 
impartially considered, and they are favourable in the existing 
range of the test, with some doubt in respect of employment; 
but the need is indicated for psychological and ph 3 ^siological 
research from the point of view of various industries. The general 
conclusions of the review' are, that tin? question of hours of work 
is a root question, which recurs in relation to most of the others ; 
that economic and social science have an in(;r(?asing part to play 
in the analysis of progress upon welfare ; that the collaboration 
of the employees is a condition of complete success: that the 
human factor must be the acid test in the end. “ The task of 
the future may ])erhaps be to rationalise rationalisation.*’ 


M (ft hemal ical P.sjj('hicy. By F. V. Edokwortii. (London School 
of Economics; Heprints of Scarce Tracts. No. 10: 5.s*.) 

I'r may surprise s(jmc economists to learn that this essay, one 
of Edgeworth’s ejirlu'st works, was published more than fifty 
ye ars ago. The original edition was small, copies have become 
(‘xtnunely scarce and for many vears tlie need for a new edition 
has been an urgcuit one. We have everv reason, therefore, to be 
grateful to the ].<on(lon School of Economics for the inclusion of 
Mathematkifl rsj/chics in their series of reprints of scarce economic 
tracts. The rej)rint is a ])hotographic copv of the original edition 
and, except for the faithful reproduction of the numerous minor, 
misprints contained in the original, it is excellentlv produced in 
everv w av. 

V’ievved in the light of recent develo])inents in the field of 
mathematical economic th(H)rv, Edgeworth's essay on “ the apj)li' 
eatioii of mathematics to the moral sciences ’* is of interest to us 
to day' mainly because of the section devoted to the economical 
calculus,” which givi's an outline of a theory’ of value and market 
equilibrium under static conditions. Edgeworth's problem liere 
is to find how’ far contract between individuals is indeterminate 
under various conditions, i.c. without competition, with perfect 
competition and with more or less im})erfect comj)etition. His 
two main contrihutions to mathematical economic theory' appear 
in the course of his solution of this problem. ’Fho first is his 
analysis of the familiar problem of barter or bilateral monopoly' 
(two individuals exchanging two goods), from which he proceeds 
to a discussion of imperfect comjx'tition. The analy sis leads to 
the definition of a contract curve ” and shows that the problem 
of bilateral inonopcdv indeterminate. I he solution has been 
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subjected to much criticism, but there is little doubt that it is 
valid within the defined limits of the problem. 

The second contribution consists of the introduction of the 
idea of utility as a fimction of more than one variable and of the 
ideas of indillorence curves, linos of indifference and preference, 
which naturally follow. Hero Malhtmalical Psychics should be 
read in conjunction with Professor Irving Fisher’s doctoral thesis, 
Mathematical Investigations in the Theory of Value and Prices 
( 1892 , reprinted 1925 ), which, though eleven years later in date, 
was written without knowdodge of Edgeworth’s work. The 
modern theory of value, the most complete expression of which 
is to be found in Pareto’s analysis, ow'es much to the ideas of 
utility, marginal utility and indifleronce curves dcweloped by 
Edgeworth and Irving Fisher. Without these ideas the theory 
would have remained at the point at which it was left by Jevons 
and Walras, based on the concept of utility as a fundamental 
and measurable quantity dependent only on the amount of a 
single good possessed by an individual. But with these ideas 
and using Walras’ analysis as a general foundation, Pan^to w^ar, 
able to construct his theories of tlio equilibrium of exchange and 
production in which subjective conc(q)ts of the mciasurability of 
utility arc comjjletelv' abstracted. 

The fact that Edgcwortli himself fails to progress far towards 
a comprehensive theory of mark(^t equilibrium, in the (‘ase of 
more than two individuals and gixxls, is due, I think, in the 
method of approach ho adopts. His sta.rting-j)oint is a discussion 
of the problem of two individuals exchanging two goods, and his 
method is well adapted to this case. He avoids all ivh'nuicc^ to 
market jumcos (or ratios of exchange), considm-ing, ([uitc^ rightly, 
that a uniform pric(? is inappropriat(j to the problem of barter or 
lulateral monopoly. As a result he is unable to use the method 
characteristic of the modern mathematical theory of value, the 
so-called “ individualistic ” method. 1’his method is almost 
essential for any consideration of the gciuu’al cases of competition 
and monopoly on a perfect market consisting of a large number 
of individuals producing and exchanging a large number of goods. 
The method depends entirely on the parametric function of tlu^ 
market prices. First, each individual is considered separately 
by assuming a given set of market prices, and a i)artial equilibrium 
is obtained based on the tastes or preferences of the individual. 
Secondly, the individuals are brought tog^her on the market, 
the market restrictions are introduced and the individual partial 
equilibria are combined into one final equilibrium by the deter- 
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mination of a consistent set of constant parametric prices. The 
important point is that the links connecting the various indi- 
viduals on the market are provided by the market prices and 
not by direct comparisons of the utilities of different individuals. 
In this way, the abstraction of the subjective concepts of utility 
is made comparatively simple, mathematical analysis is able to 
tackle the complicated processes of production and exchange 
and Pareto’s theory of value emerges in its most refined form. 

Of the other two sections of Edge worth’s (\ssay, one is con- 
cerned with a general defence of tlie use of the mathematical 
technique in (iconomics and shows that Edgeworth w^as largely 
influenced by the analogy between economics and mathematical 
physics. The remaining section, (*ntitlcd thc^ “ utilitarian cal- 
culus,” deals with the wider and vagucT subject of “ welfare ” 
and postulates “ a common denominator of feeling ” amongst 
individuals. Its influeiH‘o on the development of mathematical 
economics has been negligible; it merely provides a text for 
those who condemn the matluMuatical method on the ground 
that it re-iiitro<luc(‘s the psychological and metaphysical concepts 
that economists are at such ])ains to discard from their subject. 

U. G. 1). Alt.en 

London School of Economicfi, 

Lcclures on FoUtical Economy. By Mountifort Loncjfikld, 
lili.l). (Dublin, 1S34.) (Iteprinted as Xo. S in serie^s of 
Scarce 'ITacts in Kconomits and Political Science, London 
School of Economics and JVditical Science, 1931.) (Pp. 
xii 1 207. On.) 

T\ 1S32, Whatcly, after occupying the Drummond Chair of 
Political Economy at Oxford for a short lime, was a])pointed to 
Dublin as Arch))ishop of that diocese in the Established tliurch. 
Out of the large income he enjoyed in this olllce he provided a 
salary of £109 j)(‘r annum as an endowment lor a jn'ofessorship of 
Political Economy in Trinity College, Duhlin: and he continued 
the payment until his death in lSb5, when the (’ollege took over 
the duty and established the chair on a permanent basis. The 
tenure and conditions of the chair, origifially, were similar to those 
laid down at Oxford. Xo person was to hold the position for more 
than five successive vears. Xine lectures as a minimum had to 
be delivered during eoeh ac*adt‘iuie year : and at least one of them 
had to be i)rinted and presented to the members of the college 
governing body on ])ain of forfeit of the whole of the stipend for 
the se ssion during which the sin of omission was committed. The 
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eleven remarkable lectures now reprinted were the first delivered 
under tins scheme ; and there is evidence that they formed a basis 
for subsequent lectures delivered by the same author and by his 
immediate successors in the new chair at Dublin. Their import- 
ance lies in the fact tliat they constitute one of the earliest contri- 
butions to marginalism in economic science. Thus, Longticld 
shares with IJoyd (Whately's successor at Oxford) the credit 
of having, simultaneously and independently, anticupated the 
Austrians and .levons in some of the most important advances in 
economics in the nineteenth century. Ris place in the history 
of theory has been considered by Professor K. R. A. Seligmaii in an 
article in Vol. XI [f of this Journal, reprinted in Ksmys in. Era- 
jwmics, pp. Ill sqq. Nothing need be added here to that compre- 
hensive examination. 

Professor Seligman argues that Longfield, like some other 
pioneers in economic theory, lias been largely overlooked and 
neglected owing to the fa<‘t that his vi(*ws were not tliosi* of the 
dominant school which taught a doctrine more in harmony with 
the aspirations and prejudices of the ruling class of th(‘ ])i‘riod and 
thus gained, readily, the label of soundness and orthodoxy. 
Ihidoubtcdly this was so; but some of the fault also must Im* 
ascribed to Longlield himself and to the circMimstances attending 
the position he tilled. Ho was by training and by inclination a 
lawyer, as were most of the early occupants of the chair in l)ul)lin. 
It could hardly be expected that a post of UOO p(*r y(*ar, and a 
temporary one at that , would be regarded as a prize by a man of 
ambition. It is, therefore, not surprising that in ls:U lu* accepted 
the Regius Professorship of Feudal and English l^aw, a more 
important chair with less restrictive conditions attached, and 
shortly afterwards resigiUMl the Professorship of Political Economy 
before conqileting the full (piiiKpiennium to which he was (*ntitled. 
He became rommissioiK'r of the lncumb(*r(Hl Estat(‘s (*ourt in 
1847 , a position created by on(‘ of the first of the long siuies of 
Irish Land Acts, and. subsequently, .Judge* in the LandcMl Estates 
Court. The ability with which he tilled these important positions 
and the ])restige that attaclual to his judii ial decisions no doubt 
gladden(*d the h(‘art of W'hately and encourag(*d the latt(*r in his 
opinion that political economists of some sort or other w(*re among 
those best fitted to govfwn the world. 

liongfield’s theories seem to have been finally thrust aside ir\ 
Dublin by John Elliott Cairnes, who occupied the chair from ISofi 
to 1801 . ( ‘airnes was himsedf a graduate of Dublin and must have 

been familiar with Longfif'ld’s work. It is strange, therefore, that . 
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in his struggles and difficulties with the Wag (5 Fund Theory, he 
never cast a glance backward at his eminent ])r(Ml(H:essor. Tt was 
not the first (neither was it tlui last) time that orthodoxy imported 
from across the channel scotched native truth in a very ill-used 
island. ,|. ({. Rmitu 

Universifjf of BirmuufJmm. 

(Jrvmhuge der Theorie den wirlsrhaftlichf)i Giiff:rirertes. Von E. v. 
EtiiiM-HAWEBK. (No. 1 1 in Series of lvc‘|)rints of Scarce 
IVaots in Economic and Political Science*, edited by th(* 
liondon School of Economies and Political Science, 1932.) 
(Pp. 150. 5.S*.) 

BduM-BAWKUK's ( i mndziUie , which is the first non-English 
work to be included in the Lrmdon School of Kconomics series of 
r(‘prints, is perhaj)s the work whi(*h has been inost elTectual in 
estalfiishing tlu^ reputation of the Austrian Marginal Utility 
School. Published as a s(*ries of articles in Conrads Jahrbucher 
in 1880, fifteen y(*ars after Carl Menger’s first statement of the 
new theory and two yc'ars aft(T \\’i(*ser had added the essential 
eom])lement now giUK'rally known as the o])])()rtunity cost prin- 
eiph', it is |)robably the most elegant exposition of the views of 
the Austrian School. TIu* author, then alreatly well known from 
his Capital and Interest, published two years earlier, had felt th(‘ 
iiec(*ssity to ])re])ar(' tlu* way for the s(M|uel to this work, his 
famous Positive Thiorif of Capital and Infertsf, by an elaborate 
exposition of the theory of value on which it is based. Being 
mainly a re-statement of the views of Mt‘ng(‘r and Wieser, it 
succeeded mit only in putting theni in a inon* convincing and 
pH'ci.M* form, but al>o (‘laborab'd th(*m in some din'ctions and 
clean'd up certain dilliculties. M'ritten in the lucid and brilliant 
style characteristic to all writings of B(>hm-Bawerk. it forms an 
admirable introduction to the modern (Jerman literature on 
economic theory. .But, though great parts of it had lieen incor- 
porated in the introductory cha))t('rs of the Posihrc Thcoiii, it 
had so far never bei'n reprinted in its entirety, and ])articularly 
some of its most important discu.ssions of ])oints ol detail have 
only been acci'ssibh^ in the old lih's of the Jahrhncher. On some 
points, of course, Biihm-Bawerk has n'vised his .statements in 
the later and sliorter ex]>ositions. But on (piite a number of 
points this his first utterance on the theory of vahu' is still of 
more than historic interest. 


F. A. 11 AYKK 



NOTES AND MEMORANDA 
USURY AND THE CANONISTS : Continued 
I. Usury 

The discussion of interest, usury and the canonist doctrine 
in the last two numbers of the Economic *Ioithnal impresses me 
as being the most important clasli of ideas whi(;h has taken place 
for a long time in tlu? economic field. I should like to stress a 
point which has missed emphasis in this discussion. This point 
reinforces the general theses of Mr. Keynes and Mr. Somerville, 
with whose views about interiist being the “ villain in the piece ” I 
am in substantial agreement. It seems to mo that to justify 
interest it is necessary not only to prove that saving and invest- 
ment are for all economic purposes })raetically identical acts : and 
not only to show that the act of investment tak(\s the form of the 
creation of an asset, other than the right of action accpiired by the 
creditor against the debtor; but also to demonstrate that such 
asset subsequently yields utilities, the exchangi^ valuer of which 
equals the full debt charges. 

In defending any institution it is easy to confuse the issue by 
proving many points which arc not relevant to the criticism. In 
this discussion it is no answer to a frontal uttacik on the institution 
of unconditional interest-bearing debt to contend that the saver 
of capital is worthy of the hire of his savings, or that such com- 
pensation is desirable, under private caf)italism, for th(5 encourage- 
ment of a n(*cessary amount of saving. I should have lik(‘d to 
read a defence of the sj)ecific ])ro])Osition that it is dc^sirable for 
the State to recognise and attempt to enforces unconditional 
promises of interest i)ayments, regardless of the use made of th(^ 
borrowed money or of the ensuing course of events. This ])i()- 
position is implicit in every credit instrument. When ofte under- 
takes the d(ifenc(; of credit as an institution, it would seem that one 
is bound to uphold this proposition. An institution of long 
standing cannot be defended on the basis of ideal assumptions 
about it which, in at least half the cases, do not corresf)ond to the 
realities of daily experience. 

In point of fact, we know that lenders, over the hmg run, do 
not receive more than a part of the exchange value of the utilities 
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resulting from the use made of their loaned cax)ital. Only for a 
comparatively short time can lenders derive an income drawn 
from a reduction in the standard of living of the debtors. The 
repudiation of public debts, usually by currency devaluation, and 
the processes of default and bankruptcy, especially during the 
recurrent depressions of the credit cycle, ruthlessly enforce the 
rule that the lender may not receive the rent of capital used in 
ways which may bo loosely and briefly termed consumptive or 
unproductive. Unfortunately, our economists and lawyers are 
under the spell of an era in which Jlritish consols randy fell as low 
as 90. British wars for over a century wenj always productive, 
while American railways were often unproductive — at least for 
investors. It is not strange, therefore, tJiat British and American 
thinking about credit should be legalistic and mystical. But now 
that the ])ound sterling is an historical exj)ression, and the 
I.O.U. of the British nation not unlike that of an ordinary 
embarrassed debtor, has not the time come for economists in 
Firitain and America to start discussing interest and debt with 
more realism and less reverence? 

Such a discussion of interest ought not to be confused with 
laboured proofs of ehmientary pro])ositions, most of which any 
capitalistic economist would accept without serious question. 
The discussion should at once go to the heart of the interest 
])roblem : Is it desirabk^, either from tlio point of view of the 
smooth funct ioning of the mechanics of ])rivate ca])italism or from 
the })oint of view of any tenable scheme of social ethics, to 
recognise and attmnpt to enforce a creditor’s unconditional right 
of action against a (U‘btor for interest and j)rincipal payments on 
loaned fuiuLs, regardh'ss of the use made of the money and of 
subsequent events ? \\ know that attempts to enforce these 

rights are often unsuccessful. 1’he qu(\stion is wlietlier attempts 
should b(^ made to enfonn* such rights, or wlietlier the lender 
should always assume liability for mistakes and misfortunes in the 
use of his capital. 

This siiujde question, at the heart of the canonist doctrine on 
usury, has great relevancy to such iircsmit-day realities as war 
did)ts and reparations. In my opinion these problems will never 
bo hnpjiily disjiosed of — they may be uiiha])pily liquidated — until 
our social scientists abjure a large ])art of our traditional credit 
doctrines and re-educate the ])eo])lo to new and more realistic 
investment concepts. War debts are already cancelled in reality, 
as tho last payments have probably been made. It may be left 
for a future war to work out the formal cancellation of these 
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absurd relies of the last great war. It will not bo a new thing, 
however, for an international monetary claim to remain pending 
for a generation or longer. It is singularly unfortunate that those 
who, on both sides of the Atlantic, preach amiable cancellation of 
war debts should, at the same time, continue to shut their eyes to 
the simplest of facts and preach (Jalvinistic ideas about credit and 
interest, 'riiese good ])oople fail to appreciate that the common 
man in the Ihiiled States, unversed in legal and economic lore as 
he may Ix', must pere(‘iv"e the obvious absurdities of an attempt 
to reconcile classical credit doctrines with a proposal to forgive 
rich debtors like England and France tlieii* debts to the .American 
Government. 

it is idle, if not ])ositiv"ely naive, for eminent British and 
American economists to (‘X))atiate on the advantages of war-debt 
cancellation. It may be true, as they ass(‘rt, that American 
foreign trade would j>i’olit from the cancellation of our (‘lainis 
against our debtors. The debtors could buy more from us or 
from other nations if they <lid not have to pay tlunr d(4)ts to us. 
But the same argument applies e<|ually well to all private debts 
within th(‘ Ibiited Stat(‘s. The (hditors are a larger fa?nily than 
the creditors; they spend tluar imtomes more rapidly and mon^ 
coinplet(‘ly than the creditors either (;onsu nu* or invest th(‘ir 
incomes. .Any large scale cancellation of d(‘bts in tins eouniry 
might, therefore, t(‘nd to increase th(^ consumption of goods, and 
hence to stimnlato ])roduction and capital investnumt. It would 
])robably gcnerat(‘ a g»'(*at trade n^vival to hav(‘ our entin* ])rivat(‘ 
and public debt, e.vcInsivM? of bank de]>osits and short-ti'rm com- 
mercial loans, cancelled by some sort of national capital l(‘vy. .A 
slow cancellation of debts, effected solely by tin* proc<\ss(*s of pay- 
ment, defaults and l)ankriij)teies, will not, apparently, stimulate 
trade so long as tlies(‘ proc(‘s.s(‘s are in (‘f)nrs(‘. \\V liad in in.3I 

some ten billion flollars f)f such d(‘bt cancellaticm in the Tnited 
States. 

But the argument that debt cancellation will enable tlu* 
debtoi* to spimd more is not om* lik(*ly to eomnumd itself to the 
creditor who must find himself able t<) sjxmd less as a result of 
such cancellation. TIktc is an answer to tlu^ cnnlitors in America 
who might object to a Gtjvernnumt levy on (^iipital to rtxluce in 
any giv(m proportion the total debt of th(‘ pc'oph^ of thc! United 
States. Therci is likcnvise an answer to the American taxp.ayer 
who objects to paying in taxes the .'irnount whi(;h the British 
Government fails to ])ay on its I.O.U. to the Anu'rieaii Govern- 
ment. Dn candul analysis, however, it will be found that the 
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answers to these two classes of objections are substantially the 
same, and that they strike equally at the institidion of interest' 

1 Hearing debt. 

The answer to the American taxpayer who olijc^cts to war- 
debt cancellation is that onr collection of inti'rnational debt 
payments of great magnitude sets in moveunent oth(‘r ])rocesses 
like falling prices and waning demand for (ronsunuM-'s goods which 
are disastrous to a satisfactory states of trade. It may be shown 
that the costs of th(\se deflationary proc(\sses an* more onerous 
for every one tlian the ('osts of paying to ours(‘lves the Brilisli 
debt to the llnit(‘d States (tovernnuud. Lik(‘wise it may b(* 
demonstrated, in tlu*ory at least, that tin* costs, even for wealthy 
people, of prolonged deflation of domestic d(‘bls may exceed the 
costs of a quick eanc(‘llaiion of debts by an even capital levy. 
It is ])ossil)l(* t(» show that deflation (;onfiscat(‘S quite as well 
as taxation. Tf an attempt to sustain credit values enforces 
steadily <leclining ])rodu(rtion, because of the fliminishing power 
of consumjdion of the debtors, it must eventually transpire that 
a large part credit values will lx* lost by d(*faults and bank- 
ruj)tei(*s. ('r(‘dit and pro])erty values cannot be maintained in a 
nation of declining ])r(xluetion and consumption, ('lassical 
(‘conoinists who womh‘r that the American people cannot see the 
logic of war-debt cancellation should n‘member that the collection 
within th(> rnit<‘d States of a large volume of interest for the 
eonsumptiv<* <*xp(*nditur(*s of gov(‘rnnu“nts (b*deral, state* and 
muniVipal) which liave been unwilling to tax. or of imlividuals 
who have been unwilling to wait, or for the* unwise* investments 
e)f traders on eepiity, gree*dy for lai’ge* ])i‘<)fits in over ex]>andcd 
inehistries - alse> sets in motion factius of imlustrial ])aralysis. 

I am h(‘artily in favour of w'ar-de‘bt cancellation. l)ut by the 
same* le)gi<^ I linel mvs(‘lf lorce*d te» embrace, in the'orv. at k'asf, 
the* iele*al e)f a eleblh‘.ss e'comuny anel to fave)ur drastic measures 
for the imm(*eliate re*eluction of the* domestic de‘bt l>urden in tlie 
Uniteel States. I need scarc(‘ly aeiel that 1 use* creelit throughout 
this })aper as a term for interest be*aring elebt. There is, o\ 
ee)urse, a s(*nse in which all title's tei pre)])erty, including cunvnev, 
are creelit instruments. 

As my unelertaking in this paper is only to provoke critical 
consideration of the elesirahility e>r inevitability of inten’cst- 
hearing debt, I elo not attempt to outline a scheme ed capitalistic 
economy in which interest-bearing debt we>uld be virtually 
eliminated. I kne)w ne) r(*ason to assume that a dehtless ecemomv 
w'oulel he impo.ssihIe, giv(*n the* necessary will feir its aehimamumt. 
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In challenging the expediency of debt on the ground that it is 
mechanically unsound and socially unethical to attempt to enforce 
interest payments which are not earned by the use made of the 
borrowed funds, I wish to anticipate one line of reply. Economists 
are nowadays given to rather generous admission of the institu- 
tional frictions of our present system, but they are quick to add 
that most of these frictions could be satisfactorily reduced without 
recourse to any such revolutionary changes as the elimination of 
interest. Incidentally, I may observe that economists display 
a remarkable unanimity about the inexpediency of any drastic 
change and the widest disagnMunent about nearly every minor 
proposal. In the case of interest, classical economists will, doubt- 
less, say tliat most of the evils of interest grow out of price changes, 
and that a great deal can be done to stabilise prices. 

With regard to this answcu*, it occu!*s to me to state summarily 
three points : First, it is not proved that price stability would 
(‘linvnate the evils of interest charges on uses of consum])tive 
credit, particularly for wars. And, if anybody can borrow, the 
State will always be the largest borrower. SVcondly, it is begging 
the question to talk of eliminating the twils of debt by stabilising 
prices, inasmuch as large-scab^ uses of cn‘dit arc pro})al)ly the 
main factor disturbing price stability, it is equally begging 
the question to say that unwise uses of credit are the cause of 
extreme price fluctuaticais and many of the haidships of d(d)tors. 
If there were a way of insuring against unwisdom in the us(^ of 
credit for production, profits would disa])pear and the only reason 
for a use of credit in production would cease to exist. ’^Jlurdly, 
no one has yet shown how ])rices can be stabilised or ])ast fluctua- 
tions seriously reduced in a world of freedom of contract, credit 
and w^ars. It misses tlie points of any adequate critique of 
interest-bearing debt to talk wishfully about co-operation and 
planning to reduce tin; am])litude of the fluctuations of thegen(*ral 
juice level. 

It is oj)en to questirm how much an elimination of interest- 
hearing debt would contribute to the stabilisation of prices. But 
it does seem a more fruitful field for study and experimentation 
than that of cn^lit and price control in a world wlucli seeks to 
maintain freedom of jjrivatc enterprise. It also seems probable 
that a clebtless economy might minimise both the frequency and 
magnitude of wars. If wars had to bo financed by capital levies, 
the rich would be ouv most effective pacifists. If foreign loans to 
warring (Jovernments were eliminated, wars would necessarily be 
smaller. 
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In this connection I think the apologists of credit should recall 
that the institution had its earliest growth, and subsequently has 
had its most significant expansion as a tool of governments 
engaged in the prosecution of war. But for a faith in British and 
French promissory notes, the people of the United States would 
certainly not have (hivelopcd a sufficient attachment to the cause 
of world democracy and other j)leasant abstractions to fight a 
forty-billion-dollar war. A British default on its war debt to the 
American Government will constitute an e])oc]i-making lesson to 
neutrals as well as a vindication of canonist do(;trine. The 
trader’s notion of neutrals’ rights has not been concerned with the 
necessities of life for the neutral, but with safety of j)crson and 
])roperty in the traffic of neutral goods for the I.O.U.’s of the 
belligerent. It seems evident- that these goods ought Jiot to be 
delivered by neutrals, and that it serves them right to discover 
after the war that their war-gotten foreign assets must xwove 
largely worthless. 

Much has been writtcui about the benefits of ])roductive credit, 
but very little on the subject of destructive credit. The successes 
of credit in mobilising the maximum productive powers of a nation 
for the ends of destruction have been glorified by economists. It 
remains for tlum to show' how' many depressions have been 
arrested by th(5 credit institutions. 

The efTeotiveness or impotency of credit is now' ])eing tested. 
The next ten years should furnish evidence on Avhicli to ])ronouncc 
a verdict. If. without a war, it is found [)ossil>le through tlie 
wise use of credit — now' the chief preoccupation of the American 
Government- to check the present decline' and to stimulate an 
upturn, Ihe dcfeiuhTS of interest will Iiavc a stronger case. Jf a. 
war lias to take us out of t lie j)resent depression, or if (JoATrnmenfc 
ex})enditurcs financed by capital tax levies, accompanied by a 
largc-s(‘ale issue of liat money or practically non-interest-bearing 
central bank credit, ])rov('s to be the way out-, tlien the case of 
interest will aj)pear well-nigh hopeless. Credit is on trial. 

It seems appropriate in 1932 to discuss interest and debt in the 
light of present-day realities, and not elass-room hypotheses 
showing how' credit is understood by its apologists to w'ork. Ihc 
canonist doetrine cannot be dismissed by simplest hypotheses 
which arc as remote from most of the realities of to-day a-s free 
land for American settlers. I'he canonist doctrine should be 
discussed in the light of the liypotlicsis that the British nation 
cannot honour its I.O.U. This hypothesis will bo found highly 
relevant both to canonical thought of tlic fifteenth century and 
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realities of the twentieth. The era of transition from feudalism 
to commercialism and industrialism, as moII as of the opening up 
of new (ontiiients, furnished grounds for a great deal of facile 
though generally specious refutation of the canonist doctrine on 
usury. 'J'lie class-room hypotheses did not seem altogether 
grotesque during that era . The realities of to-da}^ are less tolerant 
of the Calvinistic harmonies between ju'ivate greed and public 
good. As an American, who is not unread in economic subjects, 
1 must say that I lind far bett-er arguments for tiie cancellation 
of war debts among the canonists than 1 find among the neo- 
classicists. There is something peculiarly incongruous about any 
theoretical defence of interest made in 11)32 by a British economist. 
A transient industrial supremacy furnished an excuse for 
Macaulay's youthful bantering of Adam Smith’s sounder criticism 
of the growth of the British public debt. But in 11)32, when tlu'. 
world’s premier lender and borrower, and still an immensely rich 
nation on international balance, is forced to ([(‘fault on a foreign 
debt and to tolerate an unstable curreiicy, it seems a trilie humour- 
less for British economists to dismiss as long since refuted tli(‘ 
canonist doctrine on usury. Of cours(‘, some British economists 
may lind a satisfactory cxplanati(Hi in blamirjg foriMgimrs for 
management of gold, cn'dit, tarilTs, fonngn investments, i)rici‘s 
and sundry other matters in ways unfavonral)Ie to the proper 
functioning (jf the Ikitish credit system. But why is it a scientific 
explanation to blanu* the other fellow for the break(lo\Mi of one's 
system ^ And why is it an expIod(*d fallacy to say, along with tlu^ 
canonists, tliat the in(jiU‘y-lending system is fundarru'ntally wrong { 

Lawuknok I)i:nnis 


Ac a; Yofk, 


11. rs( Kv AM) Standstill 

Aftkk Mr. K(\vnes has chivalrously thrown his shield over nn*, 
I feel no need to dchmd mysedf against th<^ otlu*!* distinguished 
symposiasts in the K(J()N().mic Joi'KNAl b»r March. Still less do 1 
feel disposed to draw the bow of riyss(‘s by attcn){)ting to<*xpound 
th(i true meaning of tlu^ Tmilw on Mon^ij. Of course I nev(‘r 
sugg(‘sted that the Canonists held the very same theories as Mr. 
Keynes, but only that he throws ni^w light on tlm (Canonists’ 
practical preccqits and serves to make their prohibitions and 
allowances more (l(‘fcnsible theoretically than modern economists 
have gen(nally admitted. Apart from the(jj*y, the (’anonist 
attitiuh^ needs no dcf(mc(‘. Economic historians, among whom 
Cunningham and Asbh^y may be named, are mostly agivcd that 
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in the conditions of the time the prohi})ition of usury served the 
welfare of society. It can hardly 1)0 said tliat tlic practical 
influence of modern economic theory has been (iqually happy. 
The tendency of legislation in the Western world is to restore some 
of the restrictions on inoncjy-lending Avliich were abolished during 
the reign of hmser-Jaire, Modern (‘X]Mirience has })een too much 
for modern theory. For the most striking example of reaction of 
observers against the results of modern theory, readers should 
turn to the chapter entitled “ Indebtedness ’* in the 1931 Report 
of the Royal Commission on Labour in India. In all social history 
there arc few j)ag(\s so shocking as these, and the Royal Commission 
(on ]). 229) a])portions a measure of res])onsibility for the evils 
it describes to the influence of ninetetuith-cT'utury economic 
thought. 

It is not obvious that the modern economist, even on the 
ground of theory, is entitled to be supercilious towards tlu* 
(‘anonists. It is several centuries sinc(j the world emancipated 
itself from the authority of tlu' Canonists, and there has been 
am]»le. time to construct a true theory of interest, but there is no 
thi'oiy in possessi(ui (.)f the IU‘ld to-day. Bohm-Bawerk wrote a 
volume t(j exi)os(i tlie errors and inadequacies of all his con- 
tem[)oraries and predecess(»rs. and Professor (.'assed has written 
a monograph in which he assails the (Trors and inadequacies of 
B()hm-Bawerk. The lack of a holeproof tlieory of interest was 
manifest t»> tlu' student ladoreMr. Keynes b(‘gan his new question- 
ings, and I i?nagine tliat opinion is now l(‘ss settled than before. 

Rut tin* principal reason why economists to-day should bo 
less com|)lacent in disdain of the Canonists is that the system of 
loans at interest is to-day in ruins. It has collapsed before our 
(‘ves. With j»erhaps three or four exccjdions. which may soon 
ceas<' to be exceptions, i*very country in the world has. since the 
War, defaulted on its debts either directly or by going otf the 
Cold Standard. It a]q)ears to me that it is a vice of interest 
that is at the loot of the breakdown, but at this stage of the 
argument 1 onlv ask if it occurs to economists that the theories 
they expound have nd’erence only to a system that has ceased to 
function i The tc'cJinical word for tJie position now is standstill ! 

I now come to set lorth what may conveniently be called the 
Canonist theory, or, more strictly, the theory of St. Ihonias 
Aquinas wliich was held to supjmrt the Canonist legislation. Ihe 
(.-anon law' against usury was not originally based on any theory. 
It was based on the Seri])tural law which was believed to possess 
Divine anthoritv. 'Phe theory was evolved to explain the law 
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and rationalise its application. St. Thomas and his school did 
not make the same kind of economic analysis that wo make 
to-day. The principal economic division which they made was 
between fungiblcs and non-fungibles, terms which are, I believe, 
still used in law, though not in economics. A fungible good is 
one which is consumed in being used, a good which has no negoti- 
able usufruct, a thing whoso use cannot bo sold, lent or given away 
apart from the thing itself. Bread is a fungible good — the only 
use of bread is to bo eaten, and when it is used it passes out of 
existence. You cannot sell the use of bread while reserving the 
ownership to yourself. A house is a non-fungible— it is not con- 
sumed in being used, and it is jwfeetly i)ossible to sell the use of 
a house for a period without selling the house. 

The Canonist taught that when a buyer had ])aid the price 
representing tJie value of a fungible, he could not justly be required 
to pay something extra for its use. If sixpence was the just price 
of a loaf, it was unjust to charge an additional penny for its use. 
\Vh< n a man bought the loaf, ho bought its use, and he could not 
buy the use without buying the bread. 

An impatient reader may be bursting to ask, What has a sale 
to do with interest, since interest pertains to a loan, not a sale ? 
The answer is that, strictly 8i)eaking, a fungible that changes 
hands is not loaned, for it is not returned. The transaction is a 
transfer of owiicrshij) as well as of possession, it is an e.xchange, a 
sale, not a loan. I'he (.Canonists held money to be a fungible, it 
was consumed in being used. Air. Keynes iiiak(^s the same point 
when he saj-s, “ A man does not hold jnoney for its own sake, but 
for its Burchasing Power '' (Vol. I. ]). 53). Aloney was held to be 
a medium of exchange, and w hen it was once us(5d by the borrower 
it was, as far as lie was concerned, used up — it w^as, in the full 
sense of the word, spent. What is called a loan of money is, 
therefore, an exchange, and it was described i)y the (Canonists as 
a sale. The ownershij), nor merely the us(^ was transferred to the 
so-called borrower, who was really the buyer. It was unjust, 
therefore, to charge him fcjr the use of his own property. The 
productivity of the operations in which the money was used by 
the buyer does not give the seller any title to intcjrest. 

No modern economic theory me(ds the Canonist argument. 
Productivity of capital ? Interest is j)aid on money, not on 
capital, and it has to be jiaid irrespective of productivity. The 
reward of waiting ? This is only the change of a word from the 
reward of abstinence, a theory over which Professor Cannan makes 
merry. The higher value of present over future goods? This 
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only explains why borrowers are willing to pay interest, and 
therefore why lenders are able to exact it. But it equally explains 
both the unconscionable extortion which (iven modern economists 
reprobate as usury and the commercial interest of the money and 
capital markets. The argument that the modern critics of the 
Canonists think is their trump card is a demonstration not of the 
rightness of interest, but its inevitability. When there is ex- 
change for i)resent against future goods, interest must arise, 
because the difference betwemi ])reseut and future values is itself 
interest. I do not deny the fact of differences of valuation 
between present and future goods, but 1 su])mit that the theory of 
interest founded tiu'reon is abstract to the point of unreality, 
'rhe theory isolates something called Pure Interest, something 
that results exclusively from the time-factor in valuation and is 
separate from ])rofits dm; to management and the running of 
risks. Yet this Pure Interest may n(;ver have any identifiable 
existence in actual business ; it may never have entered into the 
calculations of those who sup]ily tlie ea])ital. Wo can go further, 
and say that identifiable Ihue Interest is rarely, if ever, paid in 
eoniu'ction with real capital. When economists try to give 
examples of Pure Interest, from which elements of profit and 
insurance are (*xcludcd, they geiu'rally point to the return on 
first-class (Jovernment s(;eurities. Thus the standard example 
of Pure Interest is afforded not by capital assets at all, but by 
debts. 

^rhe debentures <»f very sound eompani(‘s may possibly be 
quoted as yi(dding Pure Interest. I lay no em])hasis on the fact 
of debentures re])resenting debts, but it is im])ortant to note that 
sound debentures, and thereb>re th(» Pun; Tnt(;rest derived from 
them, can only come into existence after the business has l)een 
long (‘stablislied and profits liave been earned and put bae.k into 
the business *, and as soon as the profits seriously decline, the Pure 
Interest vanishes, for the reason that the debentures cease to be 
I'iskless and the return on them ropreseJits something that is not 
inteiest. 

The submission I am making is that in productive industry 
the. allegeelly inevitable Pure Interest rarely has actual existence, 
and when it does exist it is not a necessary thing, but is con- 
tingent on profits, past and current. Pure Interest has its exist- 
ence mainly in the minds of economists; it is a concept useful 
for purjmses of analysis and exposition, like Consumers Rent, 
when theorists do not allow it to run taw ay with them, but its 
importance in practical economics is very limited. This remark 
No. IGO. — VOL. XLll. 
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is applied* of coutsc, to pure, ideal interest, not to the real, actual 
interest that the world of debtors has to pay. 

Ihe merit of the Canonist theory is that it kept clearly in 
mind the fact that interest is a charge for the use of money, not 
a yield from the investment of capital. It is an error of modern 
theory to treat interest as the price of, or return from, capital. 
Money is not capital, it is not even “ representative capital,” 
though it is j^otential capital, but the lender of money docs not 
make the change from ])otency to a(;t. Capital only exists as 
ca])ital goods, and the service of converting money loans into 
capital, of using it productively, of Investment, in Mr. Keynes' 
word, is pcrfornuMl by the borrower wlum it is performed at all. 

C'anonist legislatioji [)rohibited all interest — wc need not here 
consider exceptions based on extrinsic titles like liicnim cessans — 
but freely allow(‘d ])rofits even to sleeping ])artners. It is only a 
])artial explanation to say that the Canonists recognised that risk 
gave a title to rcn\ard. l^isk by itself gave no title. You could 
not ))argam for intmest b(*cause you wen^ lending money to a 
doubtful character. Interest was forbidd(‘n, while proiit was 
allowed, because interest arose simj)ly from a loan of money and 
profit from an investnuMit of capital. 11i(* investor of capital had 
not transferred his owiKU’ship, and tluMcfore he was (*ntitlt‘d to 
its ])roduct. The “ lender *’ of money had transferred ownership, 
and therefore had no light to the profits from its use. In striking 
at interest on money loans tlu' Canonists were striking at Saving- 
without-lnvestnuait — ajiart from that which consists in the simjile 
hoarding of currenc> . At the same time, th(‘v wen^ jiositively 
encouraging, both by their prohibition of interest and their 
allowance of profit, Investment in the* s(‘ns(* of th(‘ production of 
capital goods. It is astonishing to lind economists writing as if 
lending naturally impli(‘d Inve.stment, siinultaiHM)Us or siibse- 
(pient. Mr. Keynes' conclusions from analysis could be illustrated 
from Cunningliam\s account of tin? opinion of the (,'itv authorities 
in the fourteenth century. Iliese authorities apjircjved of the laws 
against money-lending for interest. »Just because men could 
make large sums by lending, tlun' wen^ less lik(^ly to join in partner- 
ships, and umlertala? the risks of trading.” ^ 

Moiu^y-lending without Investment was recognised practically 
and theoretically as a social evil in the fourteenth century. Mr. 
K(*ynes’ Saving without Tnvestnumt ” is correctly translated as 
Mon(?y-lending without Investment, it being understood that 

^ (iidwlh of hJnfjIiHh IntluMirij and (*ommcrcc : Early and Middh Ayrti, 
l>. 33 :j. 
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savings deposits are regarded as lending. It is not my point that 
the distinction which the Canonists drew between interest and 
profit coincides with a distinction between interest on savings 
represented by debts and interest on savings represented by assets. 
The lending of money necessarily involves a di‘bt, and it never by 
itself constitutes an asscit, though it may be balanced by an asset 
if the borrower invests successfully. 

The gr(‘at suj)])ort whicli Mr. Keynes giv(‘s to the (’anonists 1 
tak(^ to be this : liis strong distinction between Saving and 
Investment shows that it is th(M)r(dieally wjojig to treat money 
as representative capital and hauling as Investment. Interest 
is the price paid for the us(i of money, it is not tlu*. yi(‘kl of capital. 
Thv marginal productivity of ea])ital, proved or assumed, may 
b(‘ oiu^ of the factors that go to determine tlie rate of interest, 
but inttaest has no n<a (*ssaiy relation with capital ])roductivity. 

11. SOMEIIVII.LE 


Dki UEAsiNo ('osTs: A Mathe.maticae Note 

1’jiis note is an attempt to interpret, in terms of the mathe- 
matical analysis of production, some points made by Mr. Sraffa. 
and Mr. Ilarrod ^ on the question of the consistence of competitive 
equilibrium witli decr<*asing costs. 

J 

The following sini[)lifying conditions are assumed.- A single 
commodity X is considered. On the supj)Iy side, there are n 
source.', of production of X and tit factors of production 
. . . ar* used. Tlu' factors are obtained at given prices pc 

. . . and the production function for each source is given in the 
form 

ijtr (c/,, h, c . . .) r • I, 3 . . . n 

where av is tlu^ amount of A’ produced at the rth source by com- 

bining amounts tt, h. r . . . of tlie /// factor of production. On 
the demand side, the total demand (.r) for tiu' commodity at a 
uniform ])rice (p) is given by the demand function, x--f(p)> 

assumed to be independent of the ])rices of other commodities. 

It is further assumed that the numbc’r of sources of production 
is so large that no one source can have any direct effect on the 

^ Kconomtc JocHNAi., Dc'riMiiIwr niiMi, .hiiu' la.SO Hint 0<venib('r JD.O. 

* TJio nniilysts which folk)Ws can he gcjicralist'il tt) inclmlo tho j)roiiuction of 
any number of comnnaiitios ami t«) take account of the demand for commodities 
and of the aiipply of factors t)n tlu* basis of iiuiivi^inal marginal utilities. 
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uniform selling price p. Finally, transport charges will be taken 
into account, but otherwise it is assumed that the conditions for 
a perfect market are satisfied. 

At the rth source of production, for a given output Xr, the 
factors of production are adjusted so that the average cost of 
production per unit (TTr) is a minimum. The equations 

Xr = lf/r(a, h,c . , 

TTrXr = Paa pbb ~\~ peC + . . . 

dtf/r dljjr dlf/r 

da db dc 

pa ~~ Pb Pc ‘ 

arc thus obtained.^ From these {m |- J) equations, a, h, c . . . 
can be eliminated, giving the supply equation for the rth source 
of production 

TTr ^ Fr(Xr) I. 

There are ii such supply equations (r — 1, 2, .3 . . . n), obtained 
by considering the adjustments that take plac(> at each individual 
source for any given output. On the demand side, it is simply 
given that the total output and the uniform selling price are related 

IJ- 

The next step is to relate supply and demand ; there arc n 
independent variables (^r) on the supply side and one independent 
variable (p) on the demand side. In addition to th(5 actual cost 
of production, each sounjc of production must take into account 
its marketing expenses, including transport charges and, perhaps, 
a few other items. ^ For simplicity, take the marketing 
expenses of each source as a function of the ratio of th(^ 
source’s individual output to the total output (and demand). 
As this ratio increases, whether the total demand increases, 
decreases or remains constant,® the marketing expenses increase. 
Hence, the marketing expenses of the rth source of production 

whore fQ>0 

At a uniform selling price p, the profits of the rth source, over and 
above the actual costs of production, arc 

{p — 7Tr)Xr — whcrC TTr = Fr{Xr). 

‘ Cf. Bowloy, MathancUiml Groundwork of Economica, pp. 36-7. 

* It is not possible, however, to allow for advortisoinont charges without dis- 
turbing the conditions for a perfect markot on which tho analysia is based. 

* Assuming that any variation in demand is distributed uniformly over tho 
whole market. 
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For given p, the output is chosen so that profits are maximised, 


t.e. 


or 


nr^p-Xrrr(Xr)-y'r{^) . . 

There are n such equations (r = 1, 2, 3 . . . n). 
Finally, 

a: = + *2 + . . . + a;r + . . . + Xn . 


III. 

IV. 


The equations I-IV arc; .sufficient to determine the 2(n d- 1) 
unknown quantities 

Xr, iTr{r = I, 2, 3 . . . n),x and p. 


11 

Coasidor the relation of this analysi.s to tlie question of decreas- 
ing cost.s. 'I'he rth sourc(! of production i.s subject to decreasing 

costs if F'r(a;r)<0. Without the term -) the equation III 

would then give TTr > p, i.e. the rth source would sell at a price 
below cost price. In the words of Professor Bowley/ “ If the 
producers’ supply equations show constant or increasing return, 
no equilibrium is in general reached theoretically till one has driven 
all the others from the market or combined with them.” When 
marketing expenses are included, however, TTr can be less than p 

even under decreasing costs, provided that — F'r^Xr) < — — 

XXt ^X > 

which is positives Competitive equilibrium is, in fact, consistent 
with decreasing costs “ when small individual firms arc held in 
equilibrium by being subject to increasing marketing expenses.” - 
Notice that costs cannot decrease at all rapidly unless the rate of 
increase of marketing expenses is large. 

Further, the analysis seems to clear up Mr. Sraffa’s difficulty 
that, though it is formally correct to include marketing expenses 
in the cost of production, it is unsatisfactory to do so. It appears 
that marketing expenses, which depend on x fis well as on Xr, 
should not be included in the actual production costs, but taken 
into account in the detex’inination of individual outputs to meet 
the total demand. Marketing expenses appciir, therefore, neither 
on the supply side nor on the demand side, but in the relation 
between the two. Mr. Harrod, considering only a single supply 
schedule and a demand schedule, comes to the conclusion that 
marketing expenses must be included in the supply function, 

' Miithematical Oroundwork of KcononiicB, pp. 36-7. 

» Mr. Harrod, Kconcimic Journal, Docember 1931. 
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which, therefore, becomes clepciulent on the state of demand.^ 
This representation of the j)roblcm is an over-simplified one, and 
Mr. IlaiTod, I think, attempts to extract too much from it. Two- 
dimensional representations are easily over-strained. 

Notice that the individual sources of production are able to 
make profits, over and above the actual costs of production, 
simply because their production functions are diffei*cnt, i.o. 
because production is carried on under different conditions at 
different sources. If the production function and the marketing 
expense function are the same for all sources, there is no point in 
considering the sources separately, and the total receipts will 
exactly cover the costs of production (plus marketing expemses). 

Finally, if short -period production is considered, suppose tliat 
each source of production makes use of a fixed amount of plant. 
Let the factor A represent plant, and the amount ar (r -- 1, 2. 3 
. . . «) used at each source is fixed. Instead of the equations 1, 
shoi: -period supply equations nr ^ fir) are obtained for 
given (ir and .Tr. Giving (ir various values, we obtain a family 
of short-period sup^dy curves for the rth source of j)rodueti()n, 
corresponding to Mr. llarrod’s family of parabolas.- Short- 

PF 

period decreasing costs correspond to « ^ : 0, and this is con- 

sistent, as before, with (jompetitive equilibrium if the rate of 
increase of marketing (^x])(!ns(\s is sufliciently high. long- 

period supply equations I are re-obtain(*d l)y minimising nr for 

PFr 

variable plant c/r, l,(\ from nr Ft{Xr,(ir) ami ^ -0, wliich 

giv(i the envelope of the family of short -piaiod supply curves as 
the loiig- 2 )eriod supply curve. IL G. 1). Allkn 

London School of Kconomic'i, 


SrCPT.n.MKNT AKV NoTK ON (^\N\I)IAN RooNOMU' r\)M)lTIONS 

IN 1 93 1 -2 

PunLicATioN of the r(‘port of tlic (Canadian National Railways 
for 1931 and of the budget h)r 1932 -3 warrants a brief siipi)le- 
mentary note to Fronmnir. Fomlitiom in ('anada, I!)3I 2,^ in the 
interests of greatcu* precision and with a view to reinforcement 
of the general conclusions. The budget speech of the Finance 
MinisUjr announces a deficit of $119,000,000, expendituivs 
.S4o4, 000,000, including $379,000,000 ordinary expenditures, 

‘ “ CoHt iK'coinfK a fiinc'Iinti of two indoponUont variablcK, fpiantity output 
and Htato of dojnand ” (Ibid.). 

' fhid. 


* Er.oNo\fio JoUBNAL, March 
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$17,000,000 capital expenditures, $55,000,000 special expendi- 
tures and $3,000,000 non-activc loans and advances, as 
against receipts $335,000,000. Net debt increased, therefore, 
from $2,202,000,000 in 1931 to $2,381,000,000 in 1932. In 
1932-3 ordinary expenditures include $236,000,000 of uncontrol- 
lable expenditures ($10,000,000 over last year) and other items, 
practically uncontrollable as a result of severe reductions (to the 
extent of $35,800,000), making a total for the budget of 
$369,900,000. Old taxes arc expected to yield $319,100,000 
and new taxes involving an increase of the sales tax from 4 to 
6 per cent., an increase in excise tax on imports from 1 to 3 per 
cent., and other forms of taxation, such as stamp taxes, are ex- 
pected to bring in $55,000,000. With only slight changes in 
the tariff, customs are expected to yield $100,000,000; excise 
$45,000,000, sales tax $70,000,000 (last year S4l. 000.000) and 
income tax $48,000,000 (last year $61,000,000). 

The new budget makes no provision for expenditures, other 
than ordinary expenditures. Other expenditures, including 
unem])loynu*nt relief, totalled $75,000,000 last year. The policy 
of giving indirect relief through public works has been definitely 
abandoned, with the result that direct relief will become an im- 
portant item. In addition, the Finance Minister estimates that 
$16,000,000 will be s])ent on projects initiated last year. The 
budget, following earlim* practice, has been presented without 
reference to the ( Vnadian National Railways. The report for the 
calendar year 193 1 shows a decline in net revc*nue from S22.000.000 
in li)30 to $1,000,000 in 1931 and an increase in the net income 
deficit from $30,000,000 to ,$61,000,000. In addition, tlie rail- 
road owes the (Government $33,000,000 for interest on loans. 
It will be necessary for tin' (Gc)vernment under these circumstances 
to float a substantial loan in the not di.stant future. 

The demands of the Dominion (Government have been 
paralleled by the dtunands of the provinces and municipalities. 
Bank loans hav(‘ increased as follows : 


lOar 2 (.Millions of Unllars). 




i 

1 

Miinioipalitios. 

eroviiicrs. 

.Tanimry (1931 ) 



l(»r>-22 

i 20-31 

August 



111-98 

j 24- 1 8 

SeptombtT 



114*79 

! 32-99 

Oolobor 


. ' 

11.3-84 

; 38-34 

! 42-(K) 

Novembor 


. ! 

118-13 

Doroinbor 



]2.Vl)9 

j 40-59 

•Tnnuary (1932) 



132-89 

43-44 

Kobrunry 


■ 1 

1.39-29 

1 59-23 
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Provinces and municipalities have been reluctant to convert 
borrowings to long-term bonds because of high interest rates. 
Ontario, for example, floated an issue on February 1 of $6,000,000 
for three years at 6 per cent, and of $20,000,000 for fifteen years 
at per cent. 

The demands for capital and high interest rates have contri- 
buted to the difficulties of private borrowers. The main items 
of the bank statements indicate the character of the problem. 


Ahdracts of Bank Statements, 1931-2. 


(Milliuns of dollars.) 



Sp. 

Dominion Notes 
O\^^lod by Banks. 

Government 

Socuritio.s. 

Dominion Notes 
luider Finance Ac-t . 

Jan. (1931) 

71-23 

110-17 

396-77 

13-5 

Aug. 

64-57 

98-99 

453-41 

6-5 

Sept. 

71-50 

110-39 

455-93 

19-5 

Oct. 

89-95 

111-86 

487-91 

24-5 

Nov. 

87-61 

153-65 

507-76 

66-5 

Dec. 

65-82 

128-86 

477-91 

49-0 

Jan. (1932) 

64-91 

131-11 

467-50 

45-0 

Fob. 

02-59 

123-81 

460-03 

36-5 

(25-0 Koyal 
Bank) 


Jan. (1931) 

Aug. 

iSopt. 

Oct. 

Nov. 

Doc. 

Jan. (19;i2) 
Feb. 


Current 

Loans. 

1141 

1127 

1137 

1141 

1103 

1083 

1071 

10G3 


Call Loans 
in Canada. 

19203 

158-63 

166-58 

158-58 

156-90 

134-73 

131-17 

129-76 


Call Loans 
Abroad. 

214-80 

100-67 

90-10 

90-74 

112-75 

83-12 

65-92 

9S-95 


Savings 

Deposits. 

Total 

Deposits. 

1428 

1985 

1461 

2030 

1450 i 

2050 

1462 

2043 

1.396 

3013 

1360 

1937 

1368 

1875 

1390 

1886 


Bank-noto 

Circulation. 

141-44 

141-81 

139-91 

153-93 

145-53 

145-01 

133- 67 

134- 29 


Trade statistics for the fiscal year show a decline as follows : 


(MillionH of dollarH.) 



1930 1. 

1931-2. 

Kxport.s . 

800 

1 586 

Impoi-ts . 

907 

579 

Excess of exports 

- 107 

d- 7 


On Ayiril 19, exchange on New York was 90i\t cents. National 
income^ is estimated to have declined from $5,123,000,000 in 

^ I am indebted to Mr. I). C. MacGregor for tho.se oHlimaU^s. They have been 
worked out along similar lines to the estimate of the Dominion Bureau of 
•Statistics giving $5,586,096,000 for 1929. He estimates that the porceritago of 
total deV>b charge-s, dominion, provincial and municipal, to national income bus 
increased from 3-0 in 1928 to 7-1 in 1931. 
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1930 to $3,806,000,000 in 1931, Prospects arc not bright for a 
good wheat crop in 1932. H. A. Innis 

Toronto, 


A Note on Cantillon 

The Essai by Cantillon, the latest of the special publications 
of the Royal Economic Society,^ has had a giatifying reception 
in the press of different countries and has led to communications 
to the Editor, some of which are of general interest. 

Professor A. W. Margct, of the University of Minnesota, calls 
attention to a passage in the Abhandlung von dem Geldsumlauf 
of J. G. Biisch, Hamburg and Kiel, 1780, 2 vols., 8vo. Tn the 
Prefaces to Vol. I. (pp. 17 and IS, unnumbered) Jliisch refers to 
Cantillon and adds, in a footnote : Author of an Essay on the 
Nature of (Jommercc^, of which I luive b(^fore me the French 
translation, London, 1755, He was a rich merchant in Lon- 
don who, after he had ndired from business, was murdered 
by his valet, who set lire to the house and took flight, but 
shot himsc^lf in America, whither he had been pursued.’’ Biisch, 
the last of the old German mercantilists, was Professor of 
Mathematics and founded the Handelsakademie in Hamburg, 
of which he was the Director. He was a x>rolific writer upon 
Money and Trade and his works are of considerable interest and 
ability. 

Mr. J. C. Nagle, of Cork, has obligingly communicated to the 
Iklitor a copy of the “ Guitaloyic de hi farnille de Cantillon, par 
»Josei)h et Henri Cantillon de Jiacouture. Bellac. Imprimerie de 
J. J. Th. Clochard, 1879, 30 pj).’’ This supplements, and in 
])art corrects, the Notice Uistorique by the Clievalier 0’S[ulliYanJ, 
1841, but is mainly concerned with the braneli of the family 
('xiled in France after the Civil War. It adds nothing to our 
information about the economist. Mr. Nagle has contributed 
to the Dublin review^ Studies for March 1932 an article of 18 pages 
on “ Richard Cantillon of Ballyheigue. His place in the History 
of Economics.” This will be read with interest by admirers of 
Cantillon, and is based upon an unpublished thesis on the subject. 
Mr. Nagle has made some further inquiries into the Irish records 
of the family. It is unfortunate that he begins his article with 
a statement that Cantillon “ travelled as far as Japan and Brazil ’' 

> The. Life and Work of CantiUon, oclitoa by Ilonry Higgs. Pp. ix-|-394. 
Price to moinbors of the Royal I'A-oiumiic Sooioty, Is. Gd, 



THE ECONOMIC JOURNAL [JUNE 

—a blunder originating with Legrand in 1891 and copied by 
Professor Gonnard and other French writers. The error and 
its explanation are exposed in a note on p. 1164 of the JHasai 
(Higgs’s edition). There is no reason to think that Cantillon’s 
travels extended beyond Europe. 

Mr. Nagle has also sent us a copy of a piece of music entitled 
“ The Lament of Kicliaid Cantillon,” extracted from Petrie’s 
Ancient Mnsic of Ireland, 1855. Tliis was “written about the 
year 1750 by Richard mor [great I rantillon of Rath Fraoich . . . 
between Clann-a-l’ocliair and Ilallylioige, and addressed to the 
beautiful Bridget O’Halloran.” Tlio composer was probably 
the nephew of the economist, who at four years of age was made 
a nominal partner in the firm of (^antillon and Hughes in Paris 
from 1720 to 1723 in place of his uncle and namesake. Cantillon 
left a legacy and an annuity to his nephew Ricliard, and can 
hardly liave had moie than one of that name or he would have 
nectlod to add some distinction. Ilic lament is considered by 
Professor Foxwell to show musical genius and in pure beauty of 
tone to be reminiscent of Gluck. 

Noteworthy among the reviews of our edition of the Ksf<ai 
is the long and highly laudatory articlii by Professor Luigi 
Einaudi in La. Riforma Sociale, Turin, dan. and Fob. 1932. He 
describes it as a model of what an edition of a groat classic should 
bo, asserts that even a small ])art- of ('antillon’s anticipations of 
modern economics would sufTico to .s<d him on a pcd(\stal of glory, 
and that no one can ^li.sl)ute the claim tliat lu‘ was the first great 
writer on “ pure ” economics. 

The claim has, Jiowever, been questioned in the LitcTary 
Supplement of The Tinie.s by a reviewei* who, while not unaj)- 
prcciative of the merits of the fvs.vui, says that »Ievons “ overshot 
the mark ” in describing (’antillon’s work as the first treatise 
on (‘conomics, and asks, “ WJiat of Montchretien’s, Traifv. dc 
VdJconcmiie Politiqne pul)Iishcd in 1615?'’ Iluj short answer 
to this is that Montchretien w\as not an cconomi.st at all. 
His work is a reliash of Rodin and (earlier writers on politics. 
IVohissor Gide, whose n^cent <leath we have to dejdore, says that 
the title of the book “ is ])ractically the only portion that has 
deserved to survive ” (Palgrave’s Did. of Political Econ., s.v. 
French School), ft may be questioned whether evtm that 
merited survival or will survive much longer, ".riu^ title G?cono> 
mics used by Xenophon and Aristotle (if titles go for anything 
in this connection) is much earlier, and is now su{)erseding Political 
Economy as the name of our science. When Jevons said (p. 360, 
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Higgs’s edition) that the Essai was “tiie first sysleniatic Treatise 
on Economics ” he chose his adjective advisedly. His assertion 
holds the field, and will probably always do so. 


H. H. 


The Econometric Society 

Ox December 20, 1030, a group of economists, sliitislicians 
and mathematicians met in (develand, Ohio, D.S.A., to form a 
new society, to be called The Econometric! Society, an International 
Society for the Advancement of Economic* Theory in its Relation 
to Statistics and Mathematics. A constitution was adopted and 
the following offic*ers were elected : 

President : Prof. Irving Pisher. Yale University, New Haven, 
(’onn., U.S.A. 

Members of the Uounc il : 

Prof. Luigi Amoroso, University of Rome, Rome, Italy. 

Ih'of. L. V. Bortkiewicz, University of Berlin, Berlin, (Ger- 
many (now clec‘c'ased). 

Prof. A. |j. Bowley, London Schoed of Economics, London, 
England. 

I’rof. ErancjOis Divisia, luole Polyiechnicpie, Paris, France. 

Prof. Ragnar Frisch, University of Oslo, Oslo. Norway. 

Dr. diaries F. Boos, Smithsonian Institution Building, 
Washington, U.S.A. 

Prof, .losejih Schiim])etcT, University of l>onn, Bonn, 
Oermany. 

Prof. E. B. Wilson, Harvard Universitv, Uamhridge. 
Mass., U.S.A. 

Prof. Wl. Zawadskv, University of Wilno. Wilno, Poland 
(now \"ice Minister of Finance's in Warsaw, Poland). 

liUter Prof. Fran<;ois Divisia was elected \'ice- President, 
Dr. diaries F. Boos, Secretary, and Mr. Alfred Uowlt's, 3rd. of 
Colorado Sjirings, Colorado, U.S.A., Treasurer. 

The first Eurojiean meeting of the Society was held Se])teml)er 
22 24, 1031, in l.ausanne, Switzerland. Professor Boninsc'gni, 
Prof, (iustavo Del Yec'chio, Prof. ^lareo Fanno. and Prof. C. 
Darmois presided at these sessions, at whii*h papers were presimted 
by the following ])ersons : Prof. Bagnar Frisch, Prof. Rene Boy, 
Prof. Boninsegni, Dr. flohan Akerman, Dr. Otto Weinberger, 
Prof. Del Veeehio, Prof. Piero SrafTa, Dr. Jacob ^larshak, Dr. 
Fanno, Dr. Hans Staehle. Prof. Darmois, Dr. T.e Corbeiller, 
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Dr. P. N. Rosenstein-Rodan, Prof. G. H. Bousquet, and Dr. 
J. Tinbergen. 

Meetings were hold in the United States in Washington, D.C., 
December 28 and 29, 1931, in connection with the annual meetings 
of the American Economic Association and the American Statis- 
tical Association. Prof. Irving Fisher and Prof. Frederick C. 
Mills served as chairmen of these sessions, at which the following 
persons presented papers : Prof. J. H. Rogers, Col. M. C. Rorty, 
Dr. Mordecai Ezekiel, Prof. H. C. Carver, Dr. Carl Snyder, Prof. 
Holbrook Working, and Prof. Henry Schultz. 

The Econometric Society also held joint meetings with Section 
K of the American Association for the Advancement of Science, 
in New Orleans, La., on January 1, 1932. Prof. G. C. Evans 
and Prof. Harold Hotelling presided at these sessions, and the 
papers were read by the following men : Dr. C. F. Roos, Dr. 
W. A. Shewhart, Prof. Hotelling. Prof. E. B. Wilson, Prof. Evans, 
Dr. Joseph Mayer, and Prof. J. B. Canning. 

The Society i)lans to hold meetings between June 20 and 25 
in Syracuse, New York, and in Atlantic City, New Jersey, in 
December 19:i2. Probably European sessions will also be held 
during the current year. 

There are one hundred and ninety Charter Members of the 
Society, but nomination to its regular membership is now open 
to all those interested in the field of econometrics, including 
young economists and graduate students. To become a member 
of the Society a candidate must be pro]>oscd to the Council by 
two other members. If the candidate is then nominated by 
the Council, his name is submitted to all members of the Society 
for their vote. 

The Econometric Society will i)ublish a (quarterly journal, 
Econometricaj of wliich Prof, l^iignar Frisch of Oslo, Norway, 
is the Editor-in-Chief, and Mr. Alfred Cowles, 3rd, of (’olorado 
Springs, Colorado, U.S.A., the Circulation Manager. 



OBITUARY 
CHARLliS GtDE 

It is my sad duty to open my tenure of the office of Cor- 
respondent, which the Royal Economic Society has been good 
enough to assign to me, with an obituary of my predecessor, who 
had held the position since the foundation of the Society, and 
liad played so noteworthy a part in the develoj)ment and teaching 
of economic doctrine in France. 

If wc would appreciate this part, we must recall what economic ‘ 
science was in France fifty years ago, when Gide’s little manual, 
which was destined to achieve so brilliant a success, was first 
published. At that time a school of French physiocratic origin, 
whose re])resentatives exercised a kind of semi-scientific, semi- 
dogrnatic dictatorship at the College de France, at the Academic 
des Sciences Morales and on the Journal des Economistes, reigned 
supreme and unchallenged. Liberalism was their creed : a 
creed which had battled since 1830 for ])olitical liberty, free 
trade, freedom in lianking and the gold standard, and had emerged 
from the struggle victorious and str(‘ngthened, and convinced 
too that ih(i future was absolutely secure. After the Church 
Militant, tlic (.3iurch 'I riiimphant. 

But aft(T 1880 the doctrines of Protectionism and Socialism 
began to gain ground in France, and the new German Empire 
showed leanings towards State socialism. The economists of 
the French Liberal school condemned both tendencies as an 
extremely dangerous return to outworn tlieories, which the 
commercial treaties of 1800 and tlie failuix' of the Paris Commune 
in 1871 had signally defeated, 'riiey considered it their first 
duty to uphold the ])rinciples to which they owed their own 
suprema(\v. Any signs of interest or even toleration for o])positc 
views they met with instinctive hostility. This bellicose and 
purely ])olitical attitucU* resulted in a contemptuous neglect 
not only of the new work of the German historical school, but 
even of the researches uiKhTtakeii after Cournot, by men such 
as Monger, Jevons and Walras. In view* of the urgency of pro- 
blems of the day, the Ijiberal economists deemed those researches 
over-subtle and waisteful of good time. Perhaps too they scented 
danger to their own theories from the conception of relativity 
which the scientific spirit tends to bring to bear even on political 
programmes. Gide, therefore, was right in maintaining that 
of all the names wdiieh the school assumed, its favourite title, 
that of Liberal, lifid the least justification. If, that is, we interpret 
Liberalism as essentially liberty in doctrines and thought. 
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Jii is 70 the Faculties of L(^w were enlarged to include in- 
struction in Economics, facilities for which had hitherto been 
available only at the College de France. The first concrete 
result of this measujc was tlie publication of two books, which, 
though veiy dissimilar in content, roused the ire of the Liberal 
school in equal degree. One was the work of Cauwes (1878), in 
whom the juotectionist faith found its first enthusiastic defender : 
the other, by Gide (188:1), was much more classical in treatment 
and v(‘rv liberal in outlook, but gave evidence of a sympathetic 
interest botli in new economic theories and in social problems, 
(hdc Avas, at this time, a youthful professor of 35. After teaching 
at the Faculty of Law at Bordeaux, he was appointed to a similar 
position at Montpellier near the (Revenues, where he had passed 
his cJiildhood in the little town of Uzes, wJiich ho had regretfully 
left to j)ursue his studies at Paris, where he followed his elder 
brother Paul, afterwards an eminent professor of Homan Law. 
Charles Gide was never much interested in legal studies. He 
preteired literature and science, above all astronomy. Political 
Economy was for him a means of escaping from Jurisprudence', 
whilst continuing to teach in the Faculty. 

A very hostile revioAV of tlu' work of (^auwes appe'ari'd in the 
Journal dcs Fcoao/aAshs. Gide’s Manual, written with such 
literary skill as no one could fail to acknowledge, was less virulently 
attacked, but immediately aroused the liv(‘liest suspicion, mon' 
particularly since the merits of its style attractc'd a large number 
of readers at home and secuiA'd numerous translatimis into foreign 
languages. Gide Jiimself has giv(*n an account of these early 
difficulties in a witty and forceful address d(*livered last year 
at the Annual Dinner of the licvue J- Kvotwtnie. Politique, it was 
published in the Pevue for October, and I venture to refer tlu^ 
readf'rs of the Econo3IIC Journau tr) a j>ag(^ of history which 
redounds so much to the credit of tlu? histcjriau who wrote it. 

The value of the new manual, publislu'd in 1883, lay less in 
the originality of its economic doctrine than in the open-minded- 
iiess with which it welcomed new methods and ideas. Gide was 
the first to expound the theory of marginal utility; he pointed 
convincingly to the evideru^e of histoiical relativity furnished 
by existing social and economic; institutions, such as private 
property, the wage systcun and free trade, and to the changes 
which the future* might yet have in store for them. But above 
all he aimed at I'ousing the int(*r(*st of his readers and students 
in the movements and unexpected reactions of our evolutionary 
social and economic order, which had brought out so many new 
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features in the past century and held the possibility of so many 
more. Dryness and boredom were Gide’s bugbears. His treatises 
revealed, not the master trying to imppsc final principles on his 
readers, so much as the sociologist interested in the development 
of human societies and anxious to awaktiii the same interest in 
his students. Henceforward all Gide’s efforts were guided by 
this desire, and the w^hole of French economic teaching during 
the subsequent twenty years was in a measure shaped by this 
influence. The same id(‘al inspired the Revue. iVKcmwm ie Politique, 
which he founded in 1887. He launelied a wide appeal to foreign 
contributors from Germany, Fngland and America; he wanted 
his Review' to be the French oi-gan of all the new' thought in 
Politics and Economics. New' moviments wen; not enemies to 
be fought ; on the contraiy, he spared no effort to discover in 
each the element of truth it contained. Very sp(H*dily his Re- 
view became a centre of attraction for French ecionomists such 
as Walras, who could not find a jdatform elsewhere. As for 
foreign economists there is not a single name of renown in tin; 
scientific world, from the Austrian school and the historical 
German school to Edgewortli, that is not to be found in the list 
of its contributors. In the same s])irit of w ide and sympathetic 
understanding Gide wrote his Histoirc des doctrines konomiqnes, 
soon translated into many languages. Although \ye had not 
previously worked together and 1 had no claim exec])t that T 
was his successor in the Ghair of 3 lont 2 )ellier, he invited my 
collaboration in this work. 

. A littk; later, when a eompetitivc examination was institut'd 
for tlu* selection of the future Professors in the Univei-sity from 
among llie graduates in Law, Gide served on the jury almost 
uninteiTUptedly either as an ordinary meinlxT nr as President, 
and he succeeded in creating the same liberal atmospJieiv in 
this vsj)here. We are therefore justilied in crediting to this in- 
lluence the best part of the eclecticism and tlie liberty which 
eharacteris(' the teaching of economics in France to-day. Ihis 
teaching, though far from i)erfect, admittedly enjoys the perfect 
academic liberty which is indisj)ensable to the juogrcss of science. 
Never, in the aiipointment of a professor, have the candidate s 
religious, political or social opinions been taken into considera- 
tion : his teaching ability and his understanding of economic 
phenomena have been the sole criteria. It was Gide’s great 
achievement that he steered French Political Economy back 
into the great international scientific current, out of which it 
had temporarily dro})i)ed. As lately as a few years ago, the 
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names neither of Gide nor of the principal collaborators in his 
Review were ever mentioned in papers such as the Journal des 
Economistes, or the Econmuiste Frangais. 

Although I said, a little way back, that Gido was a now force 
in Economic teaching rather than in Economic theory, I do not 
overlook the great number of new ideas and ingenious explanations 
which are found in his treatise. His theory of saving, for instance, 
which differentiates between saving as such and investment is in 
some respects akin — although he docs not use it as pi^mise to 
the same conclusions — to the distinction recently dfawn by Mr. 
Keynes between those two economic operations, and adopted 
as a partial basis for his conclusions in the Treatise on Money, 

But his work as an economist and teacher, important though 
it was, absorbed no more than half of Gide's activitii's. Erom 
the very beginning of his career he took the greatest interest in 
social problems, and he became both the apostle Jiud the theoretical 
exponent of an original theory of consumers’ co-oj)cration known 
as t lie doctrine of the School of Nimes. It is as a social philosopher 
rather than as economist pure and simple that (ddc? became 
famous. For the most striking evidence both of his marvellous 
capacity for work and of the sensitiveness and enthusiasm which 
he concealed under a very unemotional d(‘meanoui\ we must 
look to the propagandist speeches which were the natural ex- 
pression of his magnificent oratorical gifts; his lectures on the 
Co-operative Movement, his treatise on Social Economics, his 
brilliant courses on (/o-operation *at the (’ollcge dfj France (all 
written and published between his siiventy-sixth and eighty-- 
first year !) and his practical Icadcrshi]) of the Consumers’ Co- 
operative Movement in France from 1880 down to the very last 
weeks of his life. In recognition of his services as a Co-operator 
and tireless pioneer of social progress, a Chair of Social Economy 
in the Faculty of Laws was founded for him by th(5 Comte 
de Chambrun. When he resigned this chair on the eve of his 
retirement from professional work, the French Co-operative 
Societies founded a “ Chair of Co-operation ” in his honour at 
the College de France, a signal proof of their appreciation of the 
value of his assistance and prestige. M. Millerand top paid his 
tribute by commissioning Gide to write the great report on the 
Social Economy Exhibit at the International Exhibition of 1900. 
As a member of th(i Conscil Superieur du Travail and the Conscil 
Superiour de la Co-operation, he w/is privileged to take part in 
the development of all the social legislation of the fifteen years 
which preceded the war. Only a few months ago he %as organis- 
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ing an international centre for the keeping of records of the Co- 
operative Movement, and up to the very last days of his life he 
never relaxed his efforts for the cause which he held to be the 
most potent instrument for peace between social classes as 
between nations. 

If we look for the guiding principle underlying the noble 
achievements which this great worker leaves behind him, we 
shall find it exclusively in the deep Christian feeling which Gide 
derived froKh his education as a Protestant of the Cevennes. 
Co-operation seemed to him to be the one practical method which 
trub. Christianity could adopt in order to imbue not only the 
mqi^l but the economic life of man with its own spirit. He 
tells the story of his childhood at the little College of Uzes in 
the south of France, with a simplicity such as only the great 
literary gifts and the power of imagination which were his family 
heritage could achieve. In cme of his last lectures he describes 
with incom])arable charm the social circle at Nimes, wherein 
the School of Nimes took shape. Here, with the help of a few 
friends (among them a puj)il of tlie Fourier of fantastic and 
prophetic visions t(» whose work he devoted such searching 
analysis) h(^ founded the first Co-operative Society, the first 
Association for the promotion of Peace, and the Society of 
(. hris tian social ists. 

It was at a Co-operative (‘ongress at Lyons in the year 1886 
that he first outlined the doctrine of Co-operation in all its full- 
ness, and claimed that its adoption would lead to the abolition 
of the wage system. Although later lie toned down considerably 
the expression of this, it provoked a veritable rising in arms 
against him, aiul the Liberal Economists never forgave him. 
His failure to be elected to ihv Acttdihmv Svieuce^ Moralefi was 
directly due to it, his articles in favour of an Jncome Tax acting 
as contributory cause. Gide, on the other hand, wrote numerous 
articles in criticism of the beaten track which h*d young econo- 
mists straight from the Guillaumin Library to the Academic. 

It was not until late in life that Gide w as called from Montpellier 
to a l^rofcssorship in Paris. He was then lift}" years of age and 
always looked back with regret on his life in the jirovinces. But 
his residence in Paris enabled him to do much besides his pro- 
fessorial and co-oiK'rative work. He was active in the service 
of many independent institutions such as the Ecole de Service 
Social and the College des Science Sociales, and his intei*est in 
them nevmfi flagged. He joined in every liberal campaign for 
tlic defence of the rights of natives in the Colonics, for feminism 
No. 160.— von. XLU. ^ 
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and for the promotion of peaces the object of his special devotion. 
His independence of mind and character, and his indifference to 
official honours won him great moral prestige. Moreover, his 
activity and enterprise seemed to increase with advancing years. 
At the age of seventy-six he set out on a journey first to Moscow 
and then to Jerusalem, to study the Russian Co-operative Move- 
ment and the agricultural Co-operative societies of the Jewish 
Colonies in Palestine at close quarters. Ilis contact with actual 
life and his sympathy with all that is alive and new lend to the 
last volumes that Gide published a freshness of style and feeling 
which rouses our enthusiastic admiration. 

The courage which distinguished him throughout life did not 
fail him in death, which he faced with stoic calm, although he 
expressed regret at being compelled to leave unfinished the work 
he had in hand. 

The death of Gide closes a chapter in the history of economic 
and social thought in Prance. The war has forced into the back- 
ground many of the problems which filled the mind of his genera- 
tion, while problems of currency and finance, and problems of 
international exchange have come up again with unforeseen 
urgency. On these topics Gide agreed in tlio main with the 
classical school. But they never roused his enthusiasm to any- 
thing like the same degree as social questions, and it is in this 
latter field that his fame will live longest. 

Cjjahles Risr 


Ladjslaus von Boktkikwicz 
(Aug. 7, 1808 — July 15, 1031). 

V"oN BoiiTKiEWicz by far the most einiin‘nt German statisti- 
cian since I^exis, whose ])upil he was in imjKu tant res[>ects, was 
not a German by descent. He came from one of those J^)lish 
families which had made their ])eace with Poland’s Russian lords, 
and was brought up in St. Petersburg, his birthplace, where lie 
also went to the University and where he later on taught for a 
time. Connections formed during a prolonged stay in Germany, 
where in 1895 he had become a Privat-Hozent in the University 
of Strassburg, led to his being appointed, in 1901, to an “ extra- 
ordinary ” (:= assistant) professorship at Berlin, (yharacteristic- 
all y enough, this eminent man was never thouglit of as a candidate 
for one of the great chairs, either in Berlin or at any other Uni- 
versity, and it was not until 1920, when by a measujro intended 
to “ democratise ” faculties, all extraordinary piofeBSO]|» becajne 
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full professors ad personam,' that ho obtained that rank, without, 
however, ceasing to be entirely isolated. 

There were several reasons for this. Ho was a foreigner. 
Although not a clumsy speaker or writer, he was not a good 
lecturer, and his lectures, which he elaborated with a minute and 
conscientious attention to details all his own, were said to be 
delivered to rather empty classrooms. His critical acumen 
made people fear him, but it hardly contributed to making them 
love him. Those colleagues whoso duty it would have been to 
propose his name to the Ministries of Education were hardly in 
a position to understand his contril)\itions. He did not seem 
to mind, but kept aloof in dignified reserve, enjoying the respect, 
with which everyone looked upon liini, and a (piiet scientific 
life to bo cut short in the fuUiK'ss of his powers by an unexpected 
death. A bil)liography of (as far as 1 can set^) his whole pub- 
lished work has been drawn up by Professor Oscar Anderson,^ 
to which I refer the reader. 

Nature — it is not often that the goddess makes up her mind 
so decidedly — had made liim a critic, so much so that even his 
original contributions assumed the form of criticisms, and that 
eriticpio becanui his very breath. This critical faculty, or rather 
passion, which did not stop short at small blunders in numerical 
examples, stamls out particularly in his work as an economist. 
Hero he was not an originator, and I believe he just missed great- 
ness by refusing to put to full use the mathematical tools at his 
command, which at the time of his prime might liave made him 
rival the fame of Edgeworth or of Barone. Ihit he upheld the 
Hag of economic theory — professing the Marshallian creed — at 
an etioch and in a country, in which hardly anyone would hear 
of it, and he cleared the ground of many battlelieids by liis power- 
ful sword. By far Jiis most important achievement is his analysis 
of the theoretical framework of the Marxian system (Archiv fiir 
Soziahvissenschaji , vols. 23 and 25, and Conrads Jalirlmcher, 
1907), much the best thing ever written on it and, incidentally, 
on its other critics. A similar masterpiece is his pa^x^r on the 
theories of rent of Rodbertus and Marx (Archiv f Ur die Gesckichte 
dcs SozialisMus, vol. 1). Where blunders are secondary and 
fundamentals sound, as in the cases of Walras, Pareto and BOhm- 

1 Zcitschrift Jiir yulioimlokonomic, Vol. Ill, Xo. 2. Tii writing nboiit a man 
who was a paragon of consoiontiousness 1 may perhaps allow myself for once to 
follow the cxtiin2>le Bet by him, anil to point out a misprint occurring on p. 2/U, 
sub. no. 2, of the list of his economic papers : lie did not, in his critique of Pareto s 
CqiicM, reproach the marginal utility .school with fostering an ultra-rodtcnf 
ecaiu>mic policy, bui^an ultva^/iOfral one. 
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Bawcrk, the stem critic shows to less advantage. As a writer 
on monetary theory and policy, he ranks high among German 
authors. The subjects of the gold standard, of banking credit, 
of velocity of circulation owe much to him. The best he did in 
this field, however, is his w'ork on index numbers {Nordisk Statktik 
Tidskriji^ 1924), a masterly review' of Irving Fisher’s work amount- 
ing to an original contribution in the matter of tests. 

In the field of statistical method, his dpiuTeia among Ger- 
mans is, of course, undoubted. As the discoverer of the “ law 
of small numIxTs ’’ (1898) and the leader of the lA)xian school, 
he has won an international name which will go down to 
posterity. His book on probability (Die licrniionett, 1917), 
his only book ’’ — he had so great an inhibition on giving to 
the ])ublic that he lost some of the clairiis to high originality 
which he would otherwise have had — is an admiral)Ie ]>iece of 
work even when looked at without any ]>redilection for the 
fund.amental conception of })robability which uiiderli(‘s it. It 
is impossible, nor would it be pro])<u* in an economic journal, 
to unfold the long list of Bortkiew icz/s contributions to the theory 
of statistics, A few instances of special importances to the 
economist must sufiice. Ko one has done mort' to clear up the 
important subject of the measures of inecpiality of incomes 
(nineteenth session of the Institiit international de Statistijiue). 
Most of us will read with profit and pleasure those^ exe<41(mt 
papers on the quadrature of empirical curves (Skandifinri^^k 
Akfuarie 7'uhkriff, 1929) and on hoinog(*n(*ity and stability in 
statistics (ibid., 1918), or the one on variability under the Gaussian 
law (Xordisk tSfafislisk Tidskrip, 1922) o?- on the prop(*rty 
common to all laws of error (SUuinfjsherirhie der lUrUner mufh. 
(k’Selischap, 1929) or on the succession in time of chance events 
(BulL de Vinjufitul intermilional de StfUidiqKej 1911) — not to 
mention any of his ])a]K'rs on mortality and insurance, some of 
wdiich are treasures of their kind. 

But in ord(T to give an idea of the compass of his itn'jid it is 
necessary to point to on<^ more opuscidum of his, far n'mov(‘d 
though it is from economics : his ]>amphlet on lladio-aktive 
Strahlung als Gegtmstand wuhr.scheinlichkeitstheoretischer 
Untersuchungen,” Berlin, 1913. In turning over the pages of 
this pafergon, one seems to discern the true contour-lines of tlu? 
mind of the economlHt who wrote it, and one begins to wonder 
whether one can rely on what he pul)lished as a measure of the 
range of his xmsibilities. 


Jus. A, ScUUMCETEtt 
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Current Topics 

The following have been admitted to rnemborship of the Royal 
Economic Society : — 


Abrocimoff, Prof. M. 
Ackrill, A. 

Alford, (\ 

Allen, H. 

Altasa, P. 

Amelot, R. E. 
Armstrong, N. L. 
Atkins, F. 

Ranerji, Prof. N. C. 
Baron, C. 

Barratt, W. M. 

Bebb, Rev. E. D. 
Bell, H. 

Belton, J, J. 

Bente, Dr. H. 
Beresford-St()ok(‘ (J. 
Berman, A. H. 

Blake, A. M. 

Bordoli, E. 

Borer, 11. R. 

Bridson, T. \V. 
Jhown, V], 

Bury, ( 

Cannielia(*l, W. B. (i. 
(’avagnaro. Prof. T. 
dark, A. 1). 

Clifford, J. E. 
Coekroft, A. 11. 
(’oioinbo, Giorgio. 
Cookson, \V. S. 
(V)U|K>r, A. .1. 
Curnow, W. 1. 

('urric, A. R. 

Davies, Miss G. 
Davies, If. E. 
Deacon, F. C. 

Dell, H. V, 

Disney, M. E. 


Dol>l)s, S. P. 
Douglass, f>r. P. F. 
Dya.son, E. 

Eilison, P. A. 
Ellsworth, P. 'r. 
Enfield, R. R. 

Eyres. J. \\\ 

Fano, Dr. E. 
Faulkner, \V. 

Firth. (*. 

Flore, Dr. \'. D. 
Fontanna/, F. G. 
Fore I ham. .M. 

F()Nvl(‘r, R. F. 

Frazer, L. M. 
Fr(‘U(lenheim. If. 

( Javier, .1. 1.. 

(Jhose, B. ( \ 

Gibson, ('apt. A. 11. L 
Golding. »l. T. ( ‘. 
Gray, F. \V. 

(J roves, J.. P. 
(Juenault, P. II. 
(Jupta, M. 

Gurwala. S. 

Hailes, H. ('. T. 
Hamilton. H. A. 
Hawkins. R. H. 
Haynes, F. M. 
Helliwell, B. I. 
Helsby, L. N. 

Mini, F. M. W. 
Holland, G. A. 
Holman, 11. .1. 
Hudson, J. F. 
Jackson, T. B. 
.layawardena, N. l\ 

, I ones, A. 


Kasliiwal, G. ('. 

Kay, N. N. 
Kizyzanowski, B. 
Kularatnam, K. 
J..anktreo, 11. E. 
Lawrence, If. \V. 
Lazzero.sehi, Dr. M. 
Le Lacli(*ur, E. T. 
l.<(‘ake, L. 

Lee, Frank. 

Lincoln. E. E. 

Little, L. 'r. 

Lo}>ez, Prof. J. R. 
Lowther, J. R. 
Lynch, F. 

^lacrae. J. 

Marin, ('.11. 
Markande, D. I). 
.Mathulla. K. M. 
Michael, (). V. 
Midlane. \\\ H. 
Morcher. .1. \V. 
Morby, J. 

Mosley. K. S. 

Afover. .M. S. 
Murray, S. (J. 
Xolte,\l. H. 

O’Brien. ’l\ H.. Jun. 
Oliver, A A. 

Page*, (’. A. 

Parker. R. .1. 
Paterson. Rev. A. M 
Peek, R. H. 

Phillips, L. H. 
Pittoek, F. A. 

Poll, W. T. 

Pollock. J. 

Potter, H. A. 
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Pretoriiis, C. C. 

Sikand, S. N. 

VanderByl, V. St. J. 

Proctor, G. L. 

Simhan, K. L. 

Waeger, F. 

Radcliffe, J. V. 

Simmons, F. S. 

Walding, T. W 

Raghavan, T. S. 

Simpson, R. H. 

Walker, J. G. 

Rajagopalan, P. 

Skeppcr, C. 

Walker, S. C. 

Rao, C. R. Krishna. 

Smith, H. J. E. 

Wallett, N. 

Rao, S. G. 

Smith, H. V. C. 

Wardman, F. N. 

Ratcliff, D. P. 

Sommer, Dr. A. 

Waring, J. J. 

Rickett, D. 

Strange, H. G. L. 

Watson, W. 

Robinson, J. L. R. 

Steele, R. M. 

Weatherill, W. 

Robinson, K. E. 

Stewart, A. M. 

White, S. L. T. 

Rose, D. C. 

Stokcs-Waller, 

Whittam, T. 

Ross, Dr. J. F. S. 

W. P. E. 

Williains, W. W. 

Samways, R. H. 

Taylor, li. 

Wilson, Prof. E. E. 

Sayers, Miss E. M. 

Taylor, 0. C. 

Wilson, H. A. 

Scale, E. T. 

Taylor, It. 

Wiseman, F. 1). 

SchiiHz, Prof. IT. 

Thomas, G. M. 

Wiseman, H. V. 

Sewell, J. 

Tomlinson, C. E. 

Wood, A. 

Sharpies, E., Jun. 

'rommerup, E. V. 

Wragg, H. C. 

Shoemaker, Prof. 

Urwick, E. J. 

Zassenhaus, H. 


J.H. 


The following liavo compounded for life inomborship : — 


Alivia, Sig. A, 

Jerath, Ji. L. 

Birley, Miss B. F. 

Kelly, T. U. 

Chistis, V. 

I.i(dand, S. E. 

Haight, F. A. 

Marschak, Dr. J. 

Hamber, J. P. 

Patterson, J. 11. 

Harris, »T. A. 

Rosenborg, T^. 

Haun, Dr. 0. 

Shannon, H. A. 

Home, J. B. 

Souter, R. W. 

Jack, D. T. 

Tong, A. Koon-Yiien. 

Jaffe, Prof. W. 

Townsend, R. R. 

Jaffeo, Mark. 

James, H. 

Whittlesey, Prof. C. R. 


The following have been admitted to Library mcmborsliip : — 

Kai Jerbai Wadia Library, Fergusson College, Poona. 

Board of Trade, London. 

Central Public Library, Wellington, New Zealand. 
Constantine Technical College, Middlesbrough. 

Co-operative Societies Department, Penang. 

Department of State, Wovshington. 
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Hambiirgisches Welt-Wirtscrafts-Archiv. 

Helbert, Wagg & Co., Ltd. 

International Labour Office, Geneva. 

Institute of Social Research, Peiping. 

Linen Hall Library, Belfast. 

Midland Agricultural College, Loiighborougli. 

National Bank of Czechoslovakia, Prague. 

National City Financial Library, Now York. 

National Research Institute of China, Nanking. 

Regio Istituto Superiore di Scienze Econoinicho e Com- 
merciali, Florence. 

Royal Library, Copenhagen. 

Trade-Ways Group, New York. 

University College, Nottingham. 

Verkehrs- und Handels-Aktiengesellschaft, Berlin. 

Volks wirtschaftliohes Seminar, Universitat, Freiburg. 


Professor 11. A. Innis, of the University of Toronto, has been 
appointed as the Society’s ( brrespondeiit for Canada, in place of 
Mr. C. R. Fay, who has now returned to (^\mbridge as Reader in 
Kconomic History. 

This year the British Association will meet at York from 
August 31 to Se])tember 7. Section F (Economic Science and 
Statistics) is to he presided over by Professor R. B. Forrester, who 
has selected “ Britain’s Access to Ov^erseas Markets " as the sub- 
ject of his address. A varied programme has been arranged, 
including papers by Dr. Benham on ‘‘ Agriculture and Economic 
Change ” ; Profes.sor Bellerby on “ The Overthrow of tlie Laws of 
Distribution”; Mr. C. R. Fay on “ Reconciliation of Producer 
and (‘onsumer within tlu' Co-o])erative ^Movement”; Professor 
Rol)bins on “ The Gold Standard and the Great Depression ; 
Professor Allen on The Eeonomie Position of t Japan ; Dr. Roll 
on ‘‘ TJie Eifects of the World De])ression on the Baiddiig Systems 
of (Yntral Europe ” ; and Mr. Morgan Rees on “ Some Assumj)- 
tions underlying Equilibrium between Production and Consump- 
tion.” In addition, there is to he a symposium on the “ Location 
of Industries,” in which Mr. jewkes, Professor Marquand and 
Mr. Brindley Thomas will participate. 

Further particulars of the arrangements can be obtained from 
the Recorder of the Sect ion, Dr. K. G. Fenelon, 41 Moorland Road. 
Didsbury, Manchester. 
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Econoinlm» 

Fkbruaiiy, 1932. The Concept of the State. H. Kantorowicz. 
Eeflectiom on the Pure Theory of Money of J. M. Keynes. F. A. 
VOK Hayek. Trends in Business Administration. A. Plant. 
Marginal Productivity and the Principle of Variation. J. H. Hicks. 

Journal of the Royal Statistical Society. 

Vol. XCV. Part; I. Business Forecasting : n Quantitative Investiga- 
tion of the Influence of Money on Trade Development. R. (J. 
• Glenday. The Balance of Trade: a Discussion. K. (*. Snow 
and others. 

International Labour Review. 

January, 1932. International Measures to create Employment. \V. 
WoYTiNSKY. Labour Conditions in French Agriculture. M. 
Auoe-Laribk. Social Economic Planning. G. A. Johnston. 
February, 1932. A Neiv Policy for Agricultural Labour. J. F. 
Duncan. The Effects of Rationalisation on Employment. H. Tiuo- 
MKLLONI. The Seasonal Emigration of Polish Agricultural Workers 
to Germany. G. S. Rabinovitch. 

March, 1932. Prison Labour (Official). The x^easonal Emigration of 
Polish Workers to Germany (contd.). (i. S. Rabinovitch. The 
Housing of Agricultural Wage-jmid Workers. 

April, 1932. Recent Emergency Legislation In Germany, with Spfcatl 
Reference to Wages and Hours of H'orA’. F. Sitzlek. The Employ- 
ment of Women since the War. A. Vallkntin. Prison hibour. II. 

Quarterly Journal of Economics. 

February 1932. Import, E:vport, and Domestic Prices In the United 
States^ 1929-30. T. «J. Kreps. The Standard of Value. A. K. 
Munroe. Mileage. Rates and the Interstate ('ommerce Commission. 
S. Daoiiett. Economics and Sociology : Marshall in. Relation to 
the Thought of his Time. 1\ Parsons. The Yellow Dog Contract. 
J. 1. Seidman. 


Journal of Political Economy. 

February, 1932. Some Problems in the. Theory of National Income. 
M. A. Copeland. Farm Relief, Agricultural Prices, and Tariffs. 
L. B. Zapoleon. The History of an English Village. .1. U. Nkf. 
Distrust of Bank Deposits as measured by Federal Reserve Note 
Issue. H. L. Reed. 


American Economic Review. 

March, 1932. Pushing Inick the Frontiers. K. L. Booart. Appraisal 
of Institutional Economics. P. T. Homan. Webb-Potnerene Law. 
L. T. Fournier. Collateral at Federal Reserve. Banks. R. B. 
Westerfielt). Central Gold Reserves, 1 929-31 . W. R. Gardner. 
Economics of Brokers' Loans. W. J. Eiteman. 
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Journal of Economic and Business History. 

February, 1932. Bank of America. II. B. Preston. England's 
Return to the Gold Standard in 1925. L. Smith. Material for a 
History of American Textile Machinery. J. T. Lincoln. The 
Wedgwoods : Ten Generations of Potters. R. M. Howek. Eco- 
nomic Relations between Byzantium and Old Russia. A. Vasili EV. 
Price Fluctuations in Ancient Babylonia. H. F. Lutz. 

May, 1932. The Rise of Big Business. N. S. B. (Iras. The French 
Coffee Syndicate. 1S87-9. M. A. Abrams. E. W. Clark and Co., 
IS37-57. H. M. Larson. Early Business Methods in the Texas 
Cattle Industry. T. J. (-AUiiEV'. Government Factory System 
among the Indians. K. B. Wesley. Trade and Industry in 
Colonial Maryland. P. H. (Iiddens. Treatise on Book-keeping 
under the Fuggers. M. L. Hartsouch. Babylonian Partnership. 
H. P. Lutz. Statistics on Franco- American Trade 177S-1S0(). 
K. Buron. 

Review of Economic Statistics. 

November, 1931. Foreign Trade and the Business ('ycle. P. J. 
Bullock and H. L. Mkoleau. 

February, 1932. The Copper Industry in li)31. F. F. PiIcutek. 
Hoarding and the E.cpansion of Currency. J. B. Hubbard. A 
Review of Ricent Bank Failures. K. S. (V>yle. The Sensitivi 
Price 1nde.v. S. J. Dennis. Review of the Year J03I. 

Annals of the American Academy of Political and Social Science. 

January, 1932. Power and the Public. The papers presented to a 
(‘onfereneo to discuss the ])rohl(*nis ])resented hy the relations 
hotwocMi ]mhli(? utilities and the jjeneral ])uhlie. These papers 
deal with the Holding (V)inpanv, Rates. Pvegulation. Valuation. 
Public and Private Ownershi]). 

March, 1932. The Modern American Family. 'Fhc pajiers deal with 
the historical as])eets of family life: some transitional (|ueslions, 
such as birth eontnil, intra-family relationshit»s, and women’s 
employment: and with etforts at family stabilisation. 

Wheat Sludics. 

(Fooil Besearch Institute, Stanfonl.) 

February, 1932. Economic Xationalism in Europe as applhd to 
Wheat. 

Maiu’H and April. Russia as a Pnnluar ami Exporbr of Wheat . 
Soviet Russia seems unliki'Iy. in the next few years at least, to 
recover the pre-war jiosition ot the Kussian Lmpire as an exjiorter 
of wheat. Russia s domestic rectuiremeiits are inereasing 
the growth of ])opulation and tlie limited expansion of rye. the 
large wheat ex])orts of 1930-31 were made possible h\ exeop- 
tionally high yields j)er acre and rationing of domestie eonsump- 

MAY*’”!s’«rt'fv of Wheat {filiialmi.- Dec. l'.>:U to March Willi 

heavy feed use in North America, wheat consumption in 1931-3- 
may still equal or exceed the high level of 1930-31 outside Russia 
and (.^hina. C’hina .s iiiqiorts are likely to set a now high record. 
World carry over is likely tt) bo reduced by oO to 100 million bushels. 
Most of the surplus will be in the United States. 
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Kyoto University Economic Review. 

December, 1931 . Merits and Demerits of the Stoppage-aUsource System 
in the Income Tax on Corporate Dividends, M. Kambb. On the 
Differential Birth-rate by Classes. Y. Takata. Inter-relation 
between the Wealth and the Density of Population in Japan. S. 
Shiomi. Correhiions between Spot and Future Quotations of 
Japanese Rice. K. Taniguchi. 

Index (Stockholm). 

September, 1931. The WorhVs Staples. VII. Rayon. G. Mortara. 
October, 1931. The World^s Staples. VIII. Copper. F. E. Rirrf- 

TBR. 

November, 1931. The World*s Stajdes. IX. Rubber. O. A. P. 
Weijer. 

December, 1931. The Wheat Situation. G. J. S. Puoomball. 
■January, 1932. The World's Staples. X. Petroleum. W. Maittnkr. 
February, 1932. The World's Commercial Banks, 1913 -29. vS. Bris- 

MAN. 

March, 1932. The World's Staples. XL Sawn Woodgoods. T. 
Streyffert 

Apr]]., 1932. The World's Staples. XII. Coffee. \V. H. Ukers. 
Ceylon Economic Journal. 

December, 1931. The Cycle of Booms and Depressions. B. B. Das 
Gupta. A summary of the main historical and existing theories. 

Indian Journal of Economics. 

January, 1932. Labour Turnover and Productive Costs. B. R. S. 
Rao. Trade Booms and Depressions. 8. K. Muran.tan. hiter- 
national Control of Price Levels. V. L. 1). Sotj/a. Variance of 
Imperial Bank Advances. If. Sinha. Central Bank Constitutions. 
J. C. Sinha. 

Studies (Dublin). 

March, 1932. Richard Cantillon of Ballyheigue. J. (\ Nagle. The 
Economic Theory of Loan Interest. E. »!. Coyne. A discns.sion 
of the (Janonical View, in relation to the vi(^w.s of Mr. Somer- 
ville, and a Review of Literature on this matter. 


Revue d'Economie Politique. 

November, 1931. IjCs c/iracterea nouveaux du cycle actuel. M. An- 
siAUX. U assurance. cMmage est-elle la cause du chmage per- 
manent. R. Picard. Origine utopique et metaphorique de la 
tMorie du “ laissez-faire " et de Viquilihre naturel. S. Bauer. 
Les inveMment trustn aux Btats-Unis el la crise de 1929-30. P. 
SCIIWOB. 

January, 1932. Mdthodes nouvelles pour me.snrer I'utilM marginale. 
J. Moret et R. Frisch. Les manifestations rdeentes de la doctrine 
sociale du Saint-Si^ge. G. Leduc. Essai sur les cjms^xfuences 
iconomiqv^s des emigrations. J. Morini-Comby. Ije cMmage 
techndogique. G. Kherian. 
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Journal des H^conomistea. 

January, 1932. Hier et demain. E. Payen. Le marcM des changes 
d&puis la baisae de la livre sterling, P. Cauboue. UAllemagne 
4conomique, R. J. Pierre. 

February, 1932. Les difficultda 'prisPMies et lea ahsurdiUa pricmisdes. 
E. Payen. La hi dea dibouchh, A. Liesse. Uindmtrk miniere. 
R. J. Pierre. 

April, 1932. Le commerce exUrienr des princ.lpaux pays en 1931. 
R. J. Pierre. Le Budget de 1932. E. 1^\YEN. 

Revue de VJnatItnt de Bociologie, 

October, 1931. L'etranger dans VUsiohe ecommiqm de la Belgique, 
B. S. Chlepner. Budgets ouvrie.rs en 1S91 ft en 1929. M. 

CIOTTSCHALK. 

1 BchmoUers Jahrbuch. 

February, 1932. Errinernngen on Lujo Breutano. W. Lotz. Kor- 
porative Wirtsch/ift. J. IIobretsheuger. Systnn der IlandeU- 
funklionen. F. liEDLicir. Zahl uml luhalt hei Wald, Beschluss, 
und folksabsthnmuvg. A. Tecklenbttko. Der Method^e^nstreit in 
der Soziologie. (j. Enoel-Reimers. Die Getreidehandelspolitik 
und Kriegsimtgaziimrv'altung Friedrichs des Grossen und seiner 
beiden Nachfolger. A. Skaeweit. 

Zc i isclirift fur Na i iona lokonomie, 

February, 1932. Die Kurve des Geldnutzens und die Theoric des 
Sparens. U. Ri<’(!r. Grundlagen finer reinen Koshniheorie. (Toil 
T). H. von Stac^kelbero. Zur Diskussion iiber die KosUn- 
und Eriragstheoric. R. Liefmann. Das Grand problem finer 
Thcorie der Wirtschaftsanderungen, H. Bayer. 


Zeitschrift Jiir die gcsainte Staatswisscnschaft, 

January, 1932. Wandlungvn in dtr Prohlemstellung der iheoretischen 
Nationalnkonomie, F. Konkr. Die hritische Bothnwertsteaer, F. 
Heyer. 

March, 1932. Rrntenprinzipoder RentnisU llang. GrnndsdtzUches zum 
Bireit iiber die SingulnriUit der Grundn nte. 0. von Zwiedineck- 
SuiiENnoKST. Vi rwallungsbehordc and Uniernchmnng. Organisa- 
tion und Personal. W. Norden. 

VierteJjahrshcftc zur Konjanktarforschang. 

SoNDERHEFT 2/5. Zur Frogc der infernatiovakn Arbcitsteilung, A. 
lliHiL. 


Arcliiv fiir Soziahvisscnschaft und Sozialpolitik, 

March, 1932. Ldhmvng der Weltwirtschaft. E. Leuerer. Revier- 
hildiing und provinziale Streaung der D^dastrie. G. Briefs. Max 
Weber und Karl Marx. K. Lowith. • j i 

Aprh., 1932. Substanzverlaste. J. Marschak. Der Funktwnswandel 
des Arbeifsrcchis. O. Kaun-Freud. Max ]\ eber und Karl Marx. 
K. L6with. 
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Jahrhurher fur Naiionalokonomie und Statisiik. 

February, 1932. Em Qmutenproblem der Sozialwirischafi. Die 
UnzuMnglichkeit der Ratio. K. E. L. Keller. 

March, 1932. Der Erkevntnisweit der Kaufkraftparitdtentheorie. S. 
Wendt. Die vermeintlichen Krcditkreierungen und die Konjunk- 
iurschwanhtngen. M. Bouniatian. 

Apru., 1932. Werturteil niid Prodnklivitdtubcgriff in der Wirischafts- 
wissenscliaft . W. Wkddkjen. Fichte und der Soziali.mi(ft. J. 
Hashacen. 

Weltfci rtschaftUcheA A rch iv. 

April, 1932. t^taat und Wirtschaft. ('. Kckeiit. A classifioation of 
miitucal relations of industry and politics, with a discussion of the 
changes in this relation in Germany, es])ecially since the w'ar. 
Monopolistifiche Prehpolitik in der Depresmon. A. Maur. Itigidity 
of prices as a consequence of monopolist onteiprise intensifies 
depression. On the other hand, the requirements of a^ working 
price system cannot be directed against the individual producer. 
Special conditions of profit under incomplete monopoly frecpiently 
cause rigidity of the price system. Keduction of j)rices must be 
general, and this implies the simultaneous rediictioir of other 
fdements of cost. Klasticity of individual ])rices, and stability of 
the price level, are needs of the conjuncture ])olicy, which are not 
mutually exclusive but supplementary. Tiur Thcorie. der Ron- 
junktnrschcanknngen . F. Brock. 1’lie final cause of boom lies 
in the endeavour of the producer to c.xpand. The disturbance of 
eqiiiliVuium cause<l thereby between the “ jiroduction ” and “ con- 
sumption ” industries cau.ses a relative .scarcity of consumers’ 
goods, and gives an extra ])rofit to the jn-oducers. 1'he stop^mge 
of the boom depends mainly on the increa.se of wares, and the 
simultaneous .scarcity of labour applicable to the; “ ])roduction ” 
industries. The w^hole wav'c has two distinct ])hases : recovery 
from deprc.s.sion to equilibrium, and the .special boom ])eriod. 
Strnktnrelle VorausM fzungeu WIrkmuner Indust riezdllc. H. (luo.ss. 
The structural conditions of ])roduction of the ])rotccled industriivs 
of a country are reduced to a general formula, (’omjiarative 
study of iiational conditions is furtlier ajiplied to determine tl\e 
protective policy of countries with export industries. Die Export- 
poUtik und das Prohhm der Exportfdhigkvit der ( SSR. By 
Paul (JzhX’irow icz. The pr(\sent export fmlicy of tfie ( J.S. S.R. is 
to increase exports by all jiossible means. The los.ses resulting 
from the sale of exiiorts below llieir cost ])rice are, to a large 
extent, only apparent. The U.S.S.R. home market, is in.sulliciently 
.sujiplied in the goofls that arc (*xport«'d. study is ba.sed on 

official (lociiinonis and contaim detailed .stati.stical data concern- 
ing the ])rices and production of exymrt gofxls and the consumption 
of such goods in the IJ.S.8.R. Das Problem des wirtsrhaftlichen 
re/fioimlen Zusarnmensrhlusses der innereuro])dischen Etaatenwelt 
und seine Bedentung fur Deutschland. B. Ischbuldin. A dis- 
cussion of the conditions under which the economic crisis can be 
mitigated by regional conventions, involving })referential tariffs. 
A number of plans, such as “ Agrarblock,” or the “ Mittel-Kuropa ” 
])rojects, are rejected in favour of a closer relation between an 
extended “ Great Germany ” and a Slav “ small entente.'* Die 
Industrialisierung der Britischen Dominions und die Uuckwirkung 
avf ihre weltmrtschaftlichen Btellung. P. BoRfJK. 
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De Economist. 

J)r(;ember, 1931. De Indische Begrooting voor 1932. J. C. Kielstra. 
The writer discusses the financial position of the Dutch Indies in 
recent years and the budgetary dcficiencie.s. The new taxes in 
the most recent budget are criticised. The general tenor of the 
article is that Dutch colonial policy (as exemplified, e.g., in 
education), instead of following the natural development of 
society, is anxious to impel develoi)ment along predetermined 
lines towards an end which it considers t)iiglit to be reached. The 
next years must be years of economy and rellcction. There is 
need of a ])olicy which is conservative in the good sense, guided 
by reality and not by desires and aspirations with regard to the 
future, and based on historical development rather than doc- 
trinaire ideas. Enkde hcschouivingen over de toepassing van dm 
goudwisselstandaurd. (1. Brouwers. A discussion of objections 
raised against the gold standard, especially the criticisms of Dr, 
Mlynarski in the documents of the (lold Delegation of the League 
of Nations. 

.Januakv, 1932 . (hutfgchrokf n voortzetting of voorloopige opsrfiorting 
van (tk godeeltelijke droog)naking d<r Zuiderzee f J. Bs. Wkster- 
Di.iK. Should the work of reclamation of the Zuider Zee be 
pushed on or provisionally sus])ended ? The writer gives a history 
of early proposals for the drainage of the Zuider Zee, and (in 
greater detail) an account of events since 1918 and of the numerous 
Commissions whicli have dealt with various aspects of the ques- 
tion. A favourable conclusion is reached on the quality of the 
.M)il in the recovered areas, despite tlieir present a])])earance. Dn 
the financial side, jiarticulars are given of the estimates made at 
various times and of the actual expenditure, and it is shown that 
these estimates have been enormously exceeded. The very great 
losses which the writer antici])ates will be increased if the Govern- 
ment, in view of the low level of agricultural j)rices, has itself to 
assume the responsibility for the management of tlie recovered 
areas and is unable to .sell or let these lands. I rijhandcl en 
notwmisch h(rst(t. U. \V. C. Hurdenn i.ik. .V statement, on more 
or less orthodox lines, of the ease for Free Trade. Nations have, 
need of each other, ami the recent development of Nationalism is 
one of the most baneful inheritances of the war. The ]K)licy of 
proteidion, in which it is manifcst<*cl. is one of the greatest caii.ses 
of present-day dopre.ssion. If an industry is in ditlienltics, sub- 
sidies are preferable to import duties. Recent events in Holland 
arc diseusseil. ^I be universal striving for national economic iiule- 
])eii<leiiee involves a danger to future ])eaee. Bischouivingen oitr 
onzen huilcnhifidsrh( n handd in dc btide na-oorlogs-dcprcssvts. 
W. L. Vaijv. a stmh of tfie figures h.r Dutch foreign tmde 
with ixjferenec to the crisis of 1920 and the present-day depression. 

aiornalc degli Economisti. 

December, 1931. F. Insoleka. Enovi fondanunti alia vostruziom 
dcllc tavote selczionaU di mortaUta. B. Foa. Ikccnh icorie mone- 
tarie del cido. A survey with a certain amount of critical com- 
meiitarv of some recent contributions to the theory of the trade 
cycle, regarded mainly from the monetary standpoinL ihe 
authors diseus.sed are i'assel, ilawtrey, Hubert son, and Ivcyncs. 
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Di aJcuni effetti economici delle ‘ ‘ imposte siigli scambiy Professor 
E. D*Albbrgo continues his analysis of the turnover tax. After a 
somewhat detailed treatment of the incidence and olfccts of the 
tax on different industries and branches of activity, he concludes 
that “ the tax disturbs the equilibrium of prices existing before its 
introduction, in a larger measure than tany other tax on commodi- 
ties, and may impede in a marked degree productive activity (botli 
industrial and commercial) the formation of income and the 
accumulation of saving.’* 

January, 1932. M. Fanno. Caviillo Supino, Causalita e msmliU'i 
nella filosofia imturale. Professor G. Polvani stresses the extent 
to which elements of chance and of indetermiiiateness appear 
in the midst of all the apparent order and causality of natural 
phenomena and finishes by citing the following passage from the 
Divine Istituzioni of Latlanzio : Horninis sapitniia cst ni ncqitc 
tc omnia scire pules, quod Dei eM\ neque omnia msMre, quod 
pccudis. Est enim aliquod medium, quod sit horninis. Id est 
scientia cum ignorationc coniunda et kmperatu ! L. Kossi. Del 
concetto di elasticita in eeonomia. A discussion of some ambi- 
guities in the interprotalion by certain economists of tlio term 
elasticity, with s])ecial reference to the use of the terms “ rigidity ” 
and “ inelasticity ” (aneUisticita). L. Gancjemi. ** Homo oicono- 
inicm ” e Stato corporativo. Chiarimenlo nvccssario. A reply to 
the article by Professor A. Contento in Oiornale for July 1931.. 

FebrU/UIY, 1932. Nuovi prohlemi della tcoria del commercio inter- 
nazioimle. Professor G. Dee \'Eccino in a brief note suggests 
that theoretical problems of inlcrnational trade have been treated 
hitherto too much from a statical ])oint of view, and that a dynami- 
cal approach might have fruitful results. P. KoA. Hut mdodo 
della scienza cconomicM. A. Breolta. Yariazioni della richiesta 
d^una rnerce qrrodotta in concorrenza e rdntive varlazioni del j^rezzo. 
E. D’Albergo. / limili di canvenienza nti pnstiti cstcri. C. 
Pagni. Banca e J^'tato, 

La Itijonna Eociale. 

January -February, 1932. Ilisloitemonelaire romancee. Profussor 
A. Cabiati accuses Hr. Einzig of having in his recent book. Behind 
the Scenes of Inlerfudioml Finance, pro<lu( (‘d a work whicli bears to 
the actual economic events of the last few years much the same 
relation as tlic novels of the elder Dumas bf)re to the true history 
of Louis XIII. Basing himself partly on recent contributions of 
Mr. Balogh in the Economic Journal and tlu^ Banker, Professor 
Cabiati subjects Dr. Einzig’s book to a vcjry vigorous destructive 
criticism. 11. Lewls. Bullermunerazioni percepite dagli amrnini- 
slraiori di societd anoninie. An analysis of tl»e balance sheets of 
forty important Italian joint-stock companies shows the magnitude 
of the remuneration paid to the directors and members of the 
administration of these companies in relation to other items of 
expenditure. It is found that this remuneration often exceeds 
the whole amount annually set aside to reserve. F. Vito. Alcune 
osservazioni intorno al progttlo di legge sui c/irtelli in Unghcria. A 
critical account of the provisions of a Bill introduced into the Hun- 
garian Parliament in July 1930 for subjecting cartels to a measure 
of State control, somewhat on German lines. G. CAitANO- 
Donvito. La Py^lia nel Risorgimtnlo, 
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NEW BOOKS 

British, 

Adams (L. P.)* Agricultural Depression iiiul Parm Relief in 
England, 1813-1852. P. S. King. Tj". Pp. J9l. Is. (k/. 

Barley (L. J.). The Riddle of Rationalisation. Allen and 
Unwin. 6''. Pp. 128. 6d. 

Barou (N.). Co-operative Banking. P. S. King. 81". Pp. 350. 
15«. 

Baxbndale (A. S.). The Doom of (k>ld : when and why gold will 
be demonetised. Cecil Palmer. 71". Pp. 23. J s. 

Benn (E. J. P.). Honest Doubt : being a collection of papers on 
the price^of modern polities. Ernest Benn. Pp. 21S. t)5. 

Campbell (C. D.). British Railways in Boom and Depression : an 
essay in trade fluctuations and their effects, 187S-1U30. P. S. King. 
Si". Pj). 125. 0-s. 

Cassel (G.). 'rhe 'rheory of So(aal Economy. Translated by 
S. L. Barron. New and rijvised edition. Ernest Benn. 8j". 2 vols. 
428. 

CuiSUOLM ((r. (J.). Mandhoolv of Commercial (feography. 12th 
ed., revised and (‘dited l)v L. Dudlev Stamp. Longmans, Green. 81". 
Pp. 825. 25, s\ 

. (\)1IEN (P.). 'Phe British System of Social Insurance. Philip 
Allan, nr. Pp. 278. I2,s. (id. ‘ 

(.\)LKS (K. A.). Eimn-gency Finance for Small Business. Crosby 
Lockwood & Son, 7}". P]). 71. "Is.iSd. 

Dahlinc (J. F.). Monetary Lead(*rshi]), with a Plan for an Empire 
Currency. Ernest Benn. 81". Pp. 70. 2.y. (id. 

Dobb (M.). On Marxism To-day. Hogarth Press. 7|". Pp. IS. 
Ls. (id. 

Douclas (I). C.) (Ed.). Feudal Documents from the Abbey of 
Bury S^. Edmunds. Ilumj^hrev Milford (for the British Academy). 
0.5".‘ Pj). el.xxi I 247. 30.s*. 

ElNZiG (P.). 'Pile World Economic Crisis, 1020 -1031. 2nd ed. 
Macmillan. Si". Pp. 173. Is. (id. 

Fknelon (K. (J.). Railway Econoniiis. Methuen. 71". J^p. 
228. 5.s\ 

Fordham (M.). Britain's 'Prade and Agriculture their receiit 
evolution and future development. Allen and Unwin. <4. Pp. 224. 
75. Cd. 

Gi^sconv ((!.). Tlu^ Scottish Investment Trust Companies. Eyre 
and Spottiswoode. 10^*". Pp. 2(14. 51)5. 

Gregory (T. E.). 'Phe Silver Situation. Manchester University 
Press. Pp. 48. \8. (id. 

Gheidanus ('P.). 'Phe Value of Money. P. S. King. 81 . Pp. 
304. 155. 

GRBia‘(J. Y. 'P.) (Ed.). Tlie lA'tters of David Hume. Oxford, 
Clarendon Pres.s. Sj". 2 vols. 505. 
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•Habbis (H. W.). The l^'uturc of Europe. Sidgwick and Jackson. 
7i^ Pj). 130. 35. (id. 

Hutton (D. G.). Nations and tJie Economic Crisis. Sidgwick and 
Jackson. Pp. 108. 35. M. 

Jack (1). T.). Currency and Banking. Pitman. 1^'*. Pp. 190. 

05 . 

James (F. ( ■.). England To-day : a survey of her economic 
situation. P. S. King. 7.1". Pp. 238. O 5 . 

Jathak {G. B.) and Bebi (S. G.). Indian Economics. Oxford 
University Press. 9]". 2 vols., \"ol. 1, 3rd cd. Vol. 11, 2nd od. 95. li 

Kale (V. K.). Problems of World Economy. Madras Universitv. 
9f . Pp. 103. 

Kalmane. India and Ceylon, a Federation. P. S. King. 7}". 
Pp. 128. l5. 

Knowles (L. C. A.). Economic Developnjent in the Nineteenth 
Century; France, Ciermany, Russia, and the United States. Hout- 
Icdge. 8.5". Pp. 308. 125. OJ. 

Laiki) (1). A.). Psychology and Profits. Williams and Norgate. 
r. Pp. 175. 05 . 

Leacock (S.). Back to IVo.sperity : the great opportunities of the 
Empire Conference. Constable. IV. Pp. 102. 35. Od. 

London School of Economics. Series of rejn’ints of Scarce 'I’racts, 
No. 10. Mathematical Psychic.s. By F. V. Edgeworth. HV. Pp. 
150. 05. 

No. 11. Grundziige der Theoric des wirtschaft lichen (iiiterwerts ; 
von E. V. Bohm-Bawerk. SU. l^p. 150. 05 . 

Mack?:nzie (K.). The Banking Systems of Great Britain. France, 
Germanv, and the United States of AnuTica. Macmillan. 7|". Pp. 
239. 35. Od. 

Pedjjie (J. T.). 'riie ( risi.s of the i'. Macmillan. S.C'. Pp. 13s. 

7 . 5 . Od. 

People's Year Book: Ixung lla^ I5tli annual of the Efiglish and 
Scotti-sh Co-oj)erative Wholesale Societies. Manchester, Co-operativ<‘ 
AVholesale Society. Sj", Pp. 300. 25. 

ScJioj.E.s (A. ().). Education for Empire Settlement: a stmiy of 
juvenile migration. lAingmans, Cheen. 8i". Pji. 25t). Is. Od. 

Schumann (C. (i W.). The Workl Depression, South Afrh^a, and 
the Gold Standard, f^ondon, Walker Bros. 8U. ]*p. 153. Is. Od. 

SiRKiN (I).). A Plain Guide to the Financial Situation. P. S. 
King. 71". Pp. 50. 2<s. Od. 

Social and Economic Asjiects of the Drink IVoblem. V^. (Jollancz. 
8‘". Pp. 180. 05. 

Stamp (Siu J.). Taxation during the War. Huinphrtiy Milford. 
9f . Pp. 252. if)5. 

Tochek (J. F.). What is “Probable error”? Institute of 
(’hemistry. 8j". Pp. 03. 

Vakil ((‘. N.), Bo.se (S. (J.) and Deolalkab (P. V.). Growth of 
Trade and Industry in Mfxlern India : an intrwluctory survey. Long- 
mans, Green. 8j". Pp. 398. 135. Od. 
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Wells (H. G.). TJic Work, Wealth, arul Happiness of Mankind. 
Heinemann. H}/. Pp. 850. 105. 6d. 

Wilson (R.). (^ntal Imports and the Terms of Trade, examined 
in the light of sixty .years of Australian borrowings. Melbourne and 
Jjondon, Macmillan. 8J''. Pp. 111. 65. Od. 

Yakhontoff (V. A.). Russia and the Soviet Union in the Far 
East. Allen and Unwin. 8.J". Pj). xxii + 454. I85. 

American. 

Bowman (I.). 44ic Pioneer Fringe*. New york, Aiueriean Geo- 
graphical Society. 10\ Pj). 301. 

Clark (F. E.) and Weld (L. 1). II.). Marketing Agricultural 
Products in the United States. New York and London, Macmillan, 
sr. Pp. 072. 

Uix (L.). The Economic Basis for the Teacher's Wage. New 
York, Lincoln School of Teachers. 9". Pp. 114. SI. 75. 

Encyclop;edia of i\\v. Social Sciences. Vol. VI. Expatriation- 
Gosplan. New York and London. Macmillan. lOj". Pp. xxv -{- 713. 
37, V. Od. 

Hansen (A. If.). Economic Stabilisation in an Unbalanced World. 
New York, Ilarcoiirt Brace. 8.U. Pp. 384. 

Smith (N. L.). The Fair Kate of Return in Public Utility Regula- 
tion. Boston and New Yi>rk, Houghton Mifllin (’o. Pp. 

X -1- 334. S3. 

French. 

A])er(;us eiirojieens. (Conferences organisees par la Socictc dos 
Anciens iSleves e( Eleves de I'hjcole lAbre des Sciences Politiques. 
Paris, Felix Al(‘an. 7.U. Pp. 149. 12/r. 

Ascti (S,), Monnaie et finance. Le role de la Banque des Reglc- 
ments Internaticmanx apres Fctalon or. l^aris, Felix Alcan. 7U. 
P]). 134. 12//-. 

Bordewyk (H. W. (\). 1a\s finances aux Pays-Bas a la fin de la 
guerre (1918 1922). Paris, Aux Editions du Monde Nouveau. 10". 
Pl>. 151. 

(iKAZiADEi (A.). La rente et la pro])ricte de la terre (critiipies aux 
theories de Marx). ]*aris. .Marcel Riviere. 9". Pj). 147. 20//*. 

Hofkhekr (R.). L’ceonomie marocaine. . Paris. Recueil Siroy. 

10". Pj). 340. 

Lesotke (fj .). Des cri.*ics generales et periodiejues de .surproduction. 
4th ed. 'Pome I. ])henomene. 'rome 11. (Piuses et remedcs. 
Paris, IjOs Editions I )omat-. Mont direst ien. 9". 2 vols. t)5/r. 

SiMlAND (F.). Ia‘ salaive revolution sociale. et la monnaie. Essai 
de theorie oxperinientale du salaire. Tomes 11 ct 111. Paris, helix 
Alcan. 10". 2 vols. 120/r. 

Tkiliiac (E.). L(\s fomlements nouveaux de reconomie^ RationaL 
isation et monnaie dirigee. Paris, Maixel Riviere. SJ". Pp. 20/. 
25 /r. 

The Pound and the Dollar; or, (lold. Debts, and Taxes. Paris. 
The Vondomo Press. SU. Pp. 132. 

No. 166. — VOL. xiii. 
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German. 

Bentb (H.). Kapitalabwertung und Wirtschaftskrise. Tubingen : 
J. C. B. Mohr. Pp. 24. -80 m. 

Block (A.). Baus 2 )aren in England, Amcrika und Deutschland. 
Berlin : Bauweit-Verlag. 9". Pp. 495. 

DoBRETSBERCfER (J.). Freie oder gobundeiie Wirtschaft ? Munich 
und Leipzig : Duncker und Humblott. 91". Pp. 165. 7 w. 

Eichbokn (K. von). Das Ratsel des Gcldes. Ein Bcitrag ziir 
Deutung der Weltlcrisc. Munich und LcMi^.ig ; Diifickcr und Huinblot. 
9". Pp. 23. 1.50 m. 

Fiuscil (R.). New Methods of Measuring Marginal Utility. 
Tubingen ; J. C. B. Mohr. 9r. Pp. 142. 

Gumpeuz (J.). Die Agrarkrise in den Vercinigten Staaten. 
Leipzig: Hans Busko. 9j". Pp. 182. 11 ?/i. 

Keuschaol (R.). Dcvisenbewirtschaftung. Ein Abriss ihrer 
(ikonomischen Probleme. Berlin : Carl Heynianns Verlag. O''. P^). 

64. 

Kulischeh (A. und E.). Kriegs- und w;in(ler/.iig(* Weltgesehichto 
als Volkerbowegung. Berlin und Leipzig : Waller de Cruyter. 10". 
Pp. 230. 

Ledeiieu (E.). Planwirtschaft. Tubingen: J. B. Mohr. 9". 
Pp. 48. 1.20 m. 

Ludewjg (W.). Die Anbauzonen des WeiziMis in den Vercinigten 
Staaten und die Metliodik ihrer kartonniiissigen Danstelhmg. Berlin : 
Paul Parey. 10". Pj). 103. 9.40 m. 

Manes (A.). V'ersiehorungswesen. System der V^M*sieherungs- 
wirt.sehaft. 5 Aufl. Band 111. Per.'^onenversi(4ierung. lA'ipzig und 
Berlin : Teubner. 9". 22 m, 

Mombert (P.). Bevdlkerungsentwicklung und Wirt.'^cli aftsgestall- 
ung. Leipzig: Hans Biiske. 9|". Pp. 77. 4.30 m. 

MuiJS (K.). Die Entthronung des Goldes. Betrarhtungen znr 
intornationalen Krisis (i(?r (hddwahrung. Berlin : d linker und Diinn- 
haupt. 9". J’p. 53. 

PvEiCHENAi; ((!. von). Die Kapitalfunktion des Kredits. Ein 
methodiseher Versuch. Jena: Gustav Eiseher. 9l". Pp. ISO. 9 m. 

SciriCK (A.). Das Sowjetbankwe.sen unil die Rolle der Banken in 
der Sowjetwirtsc4iaft. Berlin : Ost-Euro])a-Verlag. 9". Pp. 100. 
4.50 m. 

WoYTiNSKY (W.). Internationale Hebung der Preise als Answeg 
ausderKri.se. Leijizig : Hans Bu.ske. 9J". Pp. 163. 12.50 m. 


Italian. 

C’oKBiNO (E.). Annali della cconomia Italiana, Vol. I -II. Citta 
di Castidlo. 

LE Stefani (A.). La dollaziono fiiianziaria : 20 lire, 

Dragoni (C.). Economic agrario. Milan : Hoopli. Pp. 794. 
60 lire. 



1932] 


RECENT PERIODICALS AND NEW BOOKS 


356 


Menoarini (P.). I caratteri economici della speculazione. Rome : 
Libreria Int. “ Modernissima. Pp. 115. 12.50 lire. 

Michels (R.). Introduzione alia storia delle dottrine economiche 
politiche, con nn saggio aiilla economia olassica italiana e la sua in- 
fluenza nella scienza cconomica. Bologim : Zanichelli. Pp. 310. 
15 lire. 

Morandi (R.). Storia della grande industria in Italia. Bari : 
Laterza & Figli. 8*". Pp. 300. 22 lire. 

Pug LIESE (M.). La politica finanziaria ed edilizia del comuiie e del 
Land di Vienna. Pavia ; Treve.s-Trcccani-Tuinrainelli. OJ". Pp. 84. 

SriRiTO (U.). I fondamenti della economia eorporativa. Milan : 
Treves-Trcccani-Tumuiii\elli. Si". Pp. 281. 15 /?>r. 

Vanoni (K.). Natiira ed interpretazione delle loggi Iributario. 
Padova : Cedam. 10". Pp. 302. 35 lire. 

Verri (P.). Bilanci del comincrcio dcllo 8tato di Milano. Turin : 
La Riforma 8ocialc. lOJ''. Pp. 119. 10 Z/rc. 
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TIIK ANNUAL MKI^TINU OF THF IlOYAL K(^OXOMTO 
SOUlF/rV: TIIF FKKSIDF.XTS ADDRESS 

TiiK forly-scroiid annual nuMding of tiu* Royal Economic! 
Society was held at the l.ondon S(*hooI of p]conomics on the 
2()th of May last : the* Rresidcait (Professor U. S. Foxwell) being 
ill the chair. A large" eoni|)any of mcnnlxas was present. 

The accounts for 19:52 and thc! Auditor's report were received 
and ap|)roved; and the OHierrs and Uouncil of thi‘ Society for 
the eurrcMit year, as noininatcMl by the outgoing Uouncil. were 
di'clai'cd electc'd witliout opposition. Profc'ssor Foxwell, the 
retiring Pn\sident. was addc‘d to tlie list of Vice-Pivsidents. and 
Profc'ssor Edwin Uannan was (‘lected his successor. 

Redore the transaedion of the above" business, the" Prc'siilent- 
eU‘ct (it'viving the" practic*e of a Ihvsidential Address on the 
occasion of the Society's Annual Ah'cding, after its intcTinission 
tor a consichTable number of years) ivad the fi»lIowing address 
on The Ihimaml j\n' fjihour, 

THE DE.MAXD FOR J.AIR)UR 

ll' everything were as it should bc", the demand for labour 
would be too elementary a subjc^ct for me to take in addressing 
the Fellows of the Royal Ec*onomic Society in the forty -second 
year of its existence. Rut it is a melancholy fact that the forty- 
one eomj)leted volumes of the Society's Joiknal have not 
succeeded in producing any considerable improvement in the 
mind of the ])ublic in connection with this matter. \\ ithin the 
last fi‘W yt'ars tlu! govi'rnnients of two great countries have 
actually congratulated themselv(‘s on the fact that the demand 
for labour had incn'ased along with the inen^aso of population, 
as if that were something unusual; a Rritish Cabinet Minister 
supposed to be in charge of Kinployment has entreated pensioners 
and owners of ])roperty (other than his wealthy colleagues) to 
No. 1G7. — VOL. XLii. 
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get out of their jobs to make room for the unemployed; and 
eminent statisticians liavc found great comfort in the declining 
growth of population, being apparently under the impression 
that the smaller the population is, the less likely is it to come 
up to tlie amount of (employment. 

The whole trouble arises from the failure of the public to 
realise that labour as a wlu^lc produces all sorts of things, and 
that tliis prevents human apiX'tite from being satiated at an 
early stage by an increase in the whole ])rodiico of labour in the 
same way as it is satiated by an increase of any ])articular 
product. 

In spite (jf the j('ers of those who iind that Robinson Crusoe's 
moccasins pincli their feet, let us j)roc(X‘d fnun Die siniple to the 
more comjdieated by asking ourselves in the lirst j)la(;e what 
would happen if there were no sort of comniunicalion betwc'cn 
individuals. 

Ill that case the nundicr of workers would coincide ('xjkjUv 
with the uumlier cajiabh' of work, for the veay eogcait reason that, 
nobody could live without employing hiins(‘lf. Stark lU'cessity 

would drive every one to work to soiiuj I'xtcMit in fact, a very 

consi(l(Ta])le extent — and beyond this h(' would work for just as 
long as scH'iued to him worth whil(‘. He could not possibly 
imagine himself as '‘wanting work”; his f(‘eling would always 
be tliat he liad far more work than he want(‘d. 'tlie moix' pca'sons 
capable of work there were, the? mon^ work would theri‘ be. No 
observer, not even one coming from the midst of our mor(^ com- 
jjicated and confusing organisation, could su[ipos(; that in such 
conditions there would ever be any danger of “the demand for 
lal)our falling slioi t (jf ih(‘ su|)ply and leaving would-lK^ workers 
unem])loyed.” I'Ik! demand lor labour would always absorb the 
whole supjdy, and “ emj)Iovment,” in the sense of jiuiuImt of 
persons emphjyed, would simply lx; ecpial to the; number of luasons 
able and willing to work. 'The unable and unwilling would be 
dead. Defoe never depicts his Robinson Ousoe as in want of 
a job. 

Nor d(X‘s lie suggest that if there liad b(‘(‘n a liundrc'd survivors 
from the wreck instead of caily ones they would liave sat on the 
slujre and said : “ Our U'cining poj)ulation is too great for the 
work to be done ; we must have an (‘iglit-bour insi(;ad of a ten- 
hour day, or else put twenty of u.s on th(‘ unemployed register.” 
It might l>e more dilliculi for a hundred to subsist on the little 
island than it was for oru;, but that would sijgg(‘st working more 
rather than less. 
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The situation would not be altered l)y the hundred persons 
deciding to co-operate by dividing thcmselv(‘s i)ctween the 
different classes of labour. 

If the first attempt to distribute the liiindred workers between 
the different tasks provided jobs for only eighty of them, this 
would bo promptly corrected eitlicr by distributing the surplus 
twenty among the occupations already staffed, so as to give the 
society a little more of the products of all or some of those 
occupations, or by starting them on the production of some new 
products — or, of course, thirdly and more i)robably, by a 
combination of these two methods. 

If somebody fiom our present Ministry of Labour arrived 
and asked the Directors of the society, “ Don’t you find it difficult 
to keep so many peojile in employment ? ” they would answer, 
“ (Vrtainly not; we want a lot more things than we have. Of 
course if we were very much better olf than we are, it might not 
b(' worth our while to work as haid and long as wc*. do, but that 
would not be what you would (‘all a difficulty in finding 
employnumt.” 

Wdicther such a society worked under conscious direction 
— an toe ratio or demoeratic; — or work(‘d by way of countless 
individual bargains and contracts, would not matter at all. The 
system of eo-operation by individual agreement could only come 
into existence gradually, owing to individuals finding that they 
could get more by exchanging servi(H‘s than by working each in 
isolation, and W(i cannot imagine anyone complaining that he 
had beem ** thrown out of work ” or “ d(‘])rived of his enij)loy- 
nmnt ” when he improved his condition by concentrating on a 
special kind of labour. A person who gave up making his own 
(jlothes and going a long distance to tht‘ salterns to fetch salt. 
I)ccause he found lu* could get clothes and salt more easily by 
increasing his agriiadtural out])ut and selling the addition for 
clothes and salt, would scarcely be likely to caunplaiu of ‘‘ loss of 
employment.” 

Expansion of the eo-op«‘rating circle would present no diffi- 
culty. ’rh(*rc would be no obvious “ vaeancii's for additional 
W’<jrk(Ts, but to say that tlu'ix'fore no new workers could be 
received, w'ould be like saying that a tree cannot grow because 
there are no obvious vacancies on tlu' trunk for new brandies, 
nor on the branches for new twigs. Of course if would-be recruits 
fell down from heaven at tlu' rate of a hundred thousand a week 
on some Stow on the Wold or Bury St. Edmunds, and declared 
that they wei'o skilled mustard-makers, and mustard- makers thev 
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must always be, they could not all be emplo^T^d. No cheapening 
of mustard, no “ publicity campaign,” however aided by fictitious 
‘‘ Mustard Clubs ” and “ Barons de Beef,” would suffice to enlarge 
the demand for mustard to the necesscary extent. But if we 
imagine the recruits arriving, as tliey do in real life, in the shape 
of boys and girls s])read all over the area, and becoming adolescent 
workers under the care and inlluence of their parents and friends, 
who push them into the various occupations wherever the most 
promising openings ])resent themselves, we can see that the 
expansion of the dilTerent classes of employment would be 
sufficiently simultaneous to secure an all-round increased demand 
for goods and services to meet the iiuireased supply. It is clearly 
wrong to assume, as the less instructed members of the public 
are apt to do. that because increase in tlu^ amount of mustard or 
of any other single product makes it more dillicult to s(dl the 
whole of that product, therefore an increase in the amount of all 
products will make it more difficult to s(‘ll them all. Wlum one 
is increased alone, tlie value of it lu'cessarily tends to fall, because 
it is more plentiful relatively to other things, Ihit wli(‘U all are 
increas(*d, tluM’o is no tend(*ucy fe)r all to fall in value, because the 
increased jdenty (jf (‘acli is couutcract(‘(l by the increased phmty 
of the others. 

It would not be from c\])ansion of numlxu’s that unemploy- 
ment iniglit ])e feared, but from disloeatiofis inside the eo-o])erating 
circle. A cessation or diminution of demand for some product, 
or a discovery of sonic improved method of juddiu'ing it. might 
render it impossible for some or all of tin* j)ersons who bad become 
specialis(‘d in a particular (iceu])ation to eontinu(‘ to be employed 
ill it, These persons would not go back to tin* old non-eo-oj>erative 
way of living, because tlu* condition of persons inside the 
eo-operaliiig circle would have become so obviously supiu’ior to 
that of those outside that no oner would willingly try to live in 
isolation. Anyone thrown out would ])ref('r to cadge on those 
remaining in ; ho would say he was “ willing to work but unable 
to obtain employment.” 

Jhit a better jiossibility than (*ith(*r going back to self-supjiort 
or cadging an otluTs would clearly exist in a redistribution of 
employmiait l)(‘tw(‘en tlu^ dilTerent kinds of labour. 

Owing to tlu? shortness of working lifetime, much redistribu- 
tion of tlu? working forcro between di(r(?rent o(?cupations could bo 
cITected in the conrs<? of a f(?w y(?ar.s without any individual being 
required to change his occupation. Human beings begin to work 
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in their teens and drop o\it at various times, most of thvm within 
sixty and nearly all within seventy years. If wc put the average 
duration of working life at forty years, and suppose the population 
stationary, 2i per cent, of the workers would be dropping out 
per annum and being reidaced by an equal number of recruits. 
There are few occupations which could not ))e wiped cjut in less 
than sixty years simply by a cessation of recruiting, and without 
anyone being obliged to leaver unless ]>y infirmity or (h'atli. 

It is worthy of notice that th(^ mutability (jf the woiking 
force owing to the shortness of working lif(‘, while thus making 
redistribution easica* when iiopulation is stationary, makes it still 
easier when })opulation is increasing. I'his can Ix'st be shown 
by a nuineri(?al example : if wheii the population is stationary 
each member of it reduces his consumption of some product 
l)y 10 per cent., tlu'. aggregate consum])tiou of that product 
will fall 10 per c(Mit. ; but if the ])opulation has increased a little 
over 11 per cent., a 10 per cent, reduction of consumption per 
head will leavt' the aggregate consuj))ption undiniinislied, and no 
diminution of the ninnluT of workiTs producing the article will 
be recpiired. 

>severthel(‘ss, change's woidd often be sudelen and large enough 
to require that the n'distribution should l)e carried out in part 
at. h'ast by a transfen'uce of living individuals from one occupation 
to anotlu'r, and ditliculty wt)uld be involvetl in this transference. 

Often the reduction of demand for one particular kind of 
labour would Ix' necessarily accompanied by a?i incat'ase in the 
demand for another kind, and sonu'timcs the lU'w kind would be 
easily undfTtaken by pe'rsons accustometl to the old. If, ff)r 
example, Inu'ses were superseded by automobiles, the demand 
for lu»rse~(lrivers would diminish, but it is ('asy for a horse-driver, 
if not addicte<l to <lrink. to become an automobile-driver. Tn 
such cases redistribution wouhl Ix' I'asy, hut it might present 
great difliculties in other cases. If straw hats wt'iit out of fashion, 
and felt hats t(xik their place', tlu' straw-hat makers would iind it 
dillicult to take to *' felt-hat making, which is a, very different 
kind of art. llesich’s, the two arts rnight have Ix'cn carried on in 
dilTerent j)Iaces, the straw-hat making in a Luton, and the felt-hat 
making in a Stockport; the change of fashion might come sud- 
denly, so that the felt-hat making would draw all the necessary 
recruits from the lUMghhourlnxxl of Stockport Ix'fore the straw- 
hat makers of Luton realised that their trade was dead. In such 
cases tlic workers in the supei*seded trade would not, like the 
horse-drivers, tind a new and possibly more lucrative employiiK'nt 
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obviously calling for their services. They would find it dilficult 
to move to Stockport, and if they succeeded in doing so after 
some delay, they would by that time find no vacancies in the 
felt-hat industry even if they were competent to fill them. If 
they started felt-hat making at Luton when the industry at 
Stockport was already supplying all the new demand, the trade 
would be ov('r-supplied ; more felt hats w ould be produced than 
people would demand even if they could buy them cheaper. 
Some pessimist economists would look round despairingly and say 
there was “ no evidence of vacancies for workei’s anywhere.” But 
in fact there would be vacancies, because the felt-liat industry at 
Stockport would liave attracted persons who would have been 
employed in certain other industries if there had been no change 
of fashion. A small drift of industry all the way to Stockport 
from Luton would then relieve matters, the laiton straw-hat 
makers being widc'ly distributed among all the industries a little 
tleplcted by the increase of felt-hat makers at Stoek])ort. 

Pressure, of course, would bo necessary, but it would be a]>plied 
by the prosperity of the Stockport and the adversity of the Jaiton 
hat-making, each of which Avould be shared to some extent by the 
other trades in the noiglil)ourhoods of Stockport and J^uton. 

To the pessimist economist an even more desjxTate situation 
would seem to arise wluui something occurred which altogether 
wiped out the demand for some product without o))viously putting 
an increased demand for some otheu* product in its ]»lace. 'Finis 
we might imagine not that straw" hats wen; su])(‘rseded by felt 
hats, but that all liats and other head-coverings w'ere superseded 
by bare heads in consixjucncc of fashion decreeing that hats shall 
no longer be worn. AVhere, the pessimist would ask, arc there 
any vacancies now' ? But the answer would almost obviously 
be : “ Tlie community, or rather the individuals of which it is 
composed, liaving no furtlier need for hats, all that they formerly 
gave for hats can now' be given in exchangi; for other })roducts, 
and it is in the making of these ])roducts that the displaced liatters 
sliould look for employment. It is true that no singh; product — 
barring perhaps hair-oil and remedies for sunstroke is indicated 
as more necessary than before, but the (hmiand for most things 
is more or less elastic, so that people’s means being enlarged by 
their not having to pay for hats, we may be sure that they will 
slightly enlarge th(;ir purchases of a good many other things if 
the displaced liat-makers distribute themselves judiciously ov(U‘ 
the remaining fiihl of industry, in(;r(;asing most largely the 
produce cjf various things for which the demand is most elastic. 
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and also perhaps starting ilie production of sonic entiiely new 
services or commoditi(\s.” In practice this would mean the 
displaced hat-makers spreading themselves very widely, with a 
decided bias in favour of luxuries as against necessaries. It is 
obvious that spreading would b(5 necessary ; to put all the hat- 
makers into the manufacture of any other single article would 
multiply it till its valium fell so much as to make earnings in it 
dis])ro])ortionat(‘ly low and peiha])s Ixdow the level of ])are 
subsistence. ^I’lie bias in favour of luxuries as against necessaries 
would bo ]*('C[uived, because in regard to necessaries p(M)j)le arc 
always nearcT the ])oint of satiety than they arc in regard to 
luxuries. Indeed, if ‘‘necessaries” were only us(*d in literally 
nc'cessary amounts and qualities, we could say that everyone 
alive proved by the m{M‘(‘. fact of being alive that he had all the 
necessaries of life in suflicient quantities, and therefore that, 
('xcej>t for the increase of ])o|mla.tlon, no increase of necessaries 
was wanted at M. In fact, a certain (\\cess and elaboration of 
necessaries are enjoyed; one ])air of braces may be a necessary 
of lif(\ 1)ut th(*r(‘ is sonu^ convenience in liaving as many pairs as 
one has 1rous('rs, and some people are believed to lind an lesthetic 
plea, sun* in wi'aring beautiful braces, (’onsequently it would not 
bo true to say that since tlu* unem])loved as well as all other people 
were aln^ady fed and clothed, none at all should be drafted into 
th<^ production of food and clothes, but it remains true as a 
general rule that more room would be found in the luxury trades 
than in the necessarv. So, in the simph^ state of things which 
we hav(? been supposing, it is cl(*ar that there would be no limits 
to employnu'nt except those im])osed by the number of potential 
workers and tlu'ir willingness to “ go anywhere, and do anything ’ 
on sucli terms as could be got. Unemployment would occur, lint 
would bo tin* result, not of there being too little work to go round, 
but of circumstances which caused some persons to oiler to 
produce things or scrvic(*s on terms wliich the rest did not think 
good enough to be accepted !)V themsi'lves. TOx-liattcrs would 
be out of em])lovment if they persisted in i>lTering to produce 
hats wh(*u ]K‘o]ile had detuded that it was better to do without 
hats, or if they persisted in asking more for some other kind of 
labour than the consumers, ]>otential and actual, of the product 
of that labour thought it was worth. 

The souri^e of emj)loyment would remain what it is in the case 
of isolated individuals — the desire of man to satisfy his needs. 
But while the isolated individual satisfies his own needs directly 
by his own labour, each of the associated individuals would satisfy 
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theiii by the indirect inetliod of satisfying other persons’ needs, 
and having liis own satisfied by wluit he got from them in 
exchange. When they failed to agree in the bargain, unemploy- 
ment would appear. 

Now is this Robinsoniad, as I am sure some of you will 
contemptuously call it, utterly unlike what we have to face in 
real life ? 

Real life is not nearly so unlike as it appears at first sight. 
To talk of the thousand million workers in the world as having 
arranged terms on which they will work for each other, certainly 
seems a little unreal. Human imagination b()gglcs at the task 
of conceiving what would happen if we all lost both our memories 
and our records and had to start afresh, each of us having to 
come to an agreement with all the otliers who might want his 
services or be prepared to s(‘rve him. Rut we never need a fresh 
start. The beginning was made ag(‘S ago when ])opulation was 
sparse and facilities of transport w('r(‘ trilling, so that each man 
had few neighbours and little chance <4 serving and bi'ing served 
by people at a distance. It is only l)y a very gradual jirocess 
that the little circles within which co-operation was possible* have 
widened till tliey have cut into each olh(‘r and ]>roduccd an 
organisation which covers the whoh* eartli, and is so coinplicati'd 
that it is quite e.xcejdional for anyone to have mon* tlian a vague 
impression of the thousands of men aiul wonu‘n in all parts of 
the globe who have contributed their rnites of ]abe)ur to the 
production of the food which he eats and th(i clotlics \\hich la* 
puts on, and it is unusual for anyone to hav(‘ very much more 
knowledge of those whom he serves directly and indirectly and 
who may sometimes be as num(‘rous as those* who s(‘rv(‘ him. 
Moreover, though tiie body of })ersons in ceonomie c()-o])eratiou 
cannot, any more than th(i human body, bo resolvi'd into the 
atoms of which it is compos(*d, and reconstitute<l in a new 
form, old atoms are ccmtinually going out of it, and n(*w atoms 
are continually coming into it, so that the (‘omplicated mutual 
agreement is constantly subj(*ct to gradual modilication. Therci 
docs not seem to be the smallest ground for the (!ommon ])eli(*f 
that under existing conditions incTcase of population can outrun 
increase of employinent. The additional workers make (*mploy- 
ment for each other just as much as they would do in our su])j)osed 
simple state. 

As far as thc>se are concerned who work, as we say, “ on tlu'ir 
own account/’ for purchasers of their j)roducts or services ratlun: 
than for “ cmployei's ” in the ordinary sense of that word, there 
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ciin be little doubt or difficulty. When wo see in a growing town 
or suburb the now brass plate of a fresh doctor or d('ntist, the 
new shop-front of a fresh butcher or groc(;r, and the new board 
of a one-man garage or a one-woman laundry, wo do not doubt 
that these people arc working for each other, and that the increase 
of persons of woj*kiiig age willing to work for each oilier and 
successful in agreeing about the terms on which they will do so 
has been the cause of the increased employment, rnemplfiyment 
may apiiear for just tlu* same reasons as in our siijiposod simple 
state. Jf a doctor ])uts U|) his jilate where nobody is ill or wli(*re 
('ViTVone already has sulliciiMit medical attendance, and if a 
laundn’ss offers to wash only at jirohihitive prices, such persons 
will fail to get employment, Imt their failunj will not show that 
the organisation is closed against all recruits, but only that the 
doctor and the laundress arc not otTering the right kind of work 
on ace(‘])tabl(' terms. 

'riie fact that some or all of these indt‘])eiulent workers have 
to use instrunuaits which an* private property — “capital.” as 
most economists call it — do<‘s not destroy the arguimait. If the 
proj^erty is tludr own. those* that arc better ])rovided with it wall 
lu^ al>le to produce mon* or better products, hut there is nothing 
in this to alter the demand for labour. Jf we su})pose that some 
of the worki*rs liavi* not sutliei^ait property of their own. and 
therefore hire instruments from others, as farnu'rs hire land from 
landowners and as cah-di-ivi'rs used to hii’i* cabs from cab jiro- 
])rietors, or if we sup|)ose them to borrow money from others to 
buy such things, theix* is still no leason for supposing that new 
limits to the amount of emj)ioyinenl will he introduced. A\\)rkers 
who IxnTow in this way will indee<l have to shan* the produce 
with the owners of the ])roporty. but that is all. 

Ditliculty only sei'ius to arise wh(*n a som(*what different 
method of eo-op<’rat ion is adopt(‘d as between the workers and 
the owners of propc'rty. Instead of workers })aying owners of 
propei'ty an agreed r(*nt or hire for the use of it and having the 
whole the produce i'itlu*r for their own consumption or for 
exchange for other things and services, the workers may agree 
with tlu* owners of [iroperty to work luon* or less under their 
direction, using their land or instruments, and abandoning to them 
the wdiole of the produce in return for agreed wag('s oi* salaries. 

Now' iliougli tlu* truth has been much obscured by verbose 
sophistries, it is easy to sec that no iiew' limit to employment can 
be introduced l)y the wawkers contracting w ith owners of pro])erty 
to work for an agreed sum and to let the owners of the ])roperty 
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liave the produce instead of contracting to give the owners a 
fixed rent and keeping the produce for themselves, 'l^hc difference 
is that under the first system the workers take the residue after 
paying tlie owners what has been agreed upon, and under the 
other system the owners take the residue after paying the workers 
what has been agreed upon, and there is no reason to suppose that 
this causes the amount of employment to be limited by capital 
or anything else. 

What can l)e said is that when, instead of bargaining directly 
with the consunuTS of tlu'ir products, largt^ numbers of persons 
arc em])Ioycd by intermediaries,^ unemployment is likely to be 
somcwliat greater, because the pci*sons so emploj'ed aiu less likely 
to adapt themselves cpiickly to the needs of varying situations. 
When a person is offering services to an em])loyer who r('-sells to 
the consumers, it is much less obvious to him that in order to 
keep in employment lie must jiroducc what the consumer wants 
at a price which the consumer will pay, than it is wlum he is 
offering goods or services directly to tlu^ (‘onsnmer. His bargain 
now has to b(} made with the employer, and he is naturally apt 
to concentrate Ins mind on the fact that within certain limits he, 
can get inorc by s(iueezing the employiT, ainl to giv(> too little; 
weight to the fact that the employer will not be able to sell nu»re 
than certain amounts at each step in })riees, tlu; amoin\ts diminish- 
ing as the price rises. He will always lx; incliiu‘d to say at first- 
that the cmploy(‘r’s residue is too large. If that is disj)rov(‘(l by 
a demonstration that as a matt(*r of fact it is very small, or evc'ii 
negative — a loss, in fact — ho will fall back on an asse^rtion that Mm* 
business is badly run, or that the cmjiloyers aix; not gedting as 
good prices as they miglit do if they w’(Te better bargainers or 
did not compete so vigorously. If he is one of a large number of 
persons cither employcMl by the same (employer or emj)Ioyed 
under uniform standard terms by a number of em[)lov(‘rs, con- 
versation with his colleag\ies is likely to confinii liis belief tbat 
the difficulty could b(; removed by better manageimuit, and if he 
and his colleagues arc m(*mbers of an organisation of whicli the 

' I iiHo tin? ni'ul ml \vor»l “ irilrrmrfliarir.s” nillH-r tlian “ c-npitiilist -rinplnyrrs 
hr'fausf: tlior»' arr; jiow, ^nnvin;' in niirnhrr an«l iniporta nrp, irUcTinoUiary l•lnI)Iny- 
Liig IjoUif's whifli ar<* not owners, but nnly borrowers of tla; ctipilal ust?d in tboir 
VuisinrHfi. Such an- Ui.stributivu* co-oporativu Hocirtius unci many port nutboriticK 
whh'h 7 )ay an rate of iiitcTrst on tlin capital lent to (bcin ntid whatever 

Hurplu.s oviT l•xpf•nsf^s there may be to the euatoiners, eitlior by way of dividend 
on purehases or by n;duetiorj of eliargcM or by improvement of facilities, (joveni- 
inents, nntidnal and subsidiary, fall into the same entegory wlaui they work a 
service “on hnsirajss lira's ’’sfi that the ehnrp‘8 which they make eovr-r exireiiso’, 
inehidin;/ iuU rest on borrow(‘d ea[)ita), but do not yield u profit beyond or above. 
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principal business is to make the best possible bargain for its 
members, he and they are likely to hear the arguments which can 
be put forward in their favour more often and more trustfully 
than those which tell on the other side. 

In this way the natural reluctance of the individual to leave 
his occupation and adopt another is made greater than it would 
be in a simpler state. Mobility is further reduced when the 
workers’ organisations in flourishing trades hamper the admission 
of recruits to those trades by restrictions on learners and insistence 
on standard uniform wages. Transference from a declining to a 
flourisliing industry is clearly hindered if adult persons cannot 
be employed in the flourishing industry unless they have been 
apprenticed to it in youth, or must be paid full standard 
wages while they are still inex 2 )ericnced and consequently 
inefficient. 

()[)inion may diffiT about the exact importance of these 
obsta(5les to mobility, but that they are of considerable practical 
importance is certainly suggested by the fact tliat the unemploy- 
ment of ordinary times is much greater in the occupations in 
whi(‘h peoj)le are employed by intermediary individuals and 
institutions than in tlujsc in which they work directly for the 
consumers, whether they sell services or goods. 

“This line of argument,” it may perhaps be objected, “is 
])lausible as an explanation of the manner in which the doctrine 
of " there is room for all in industry ’ may be reconciled with the 
existence of unemployment in particular trades, but it docs not 
account for depressions in which unemployment is general. 
Kmplo\nnent is certainly never unifonnly bad in all trades at 
once — in some it is always better than in others — but it is often so 
widespread that it cannot be attributed entirely to want of 
mobility.” 

But general unemployment is in reality to be explained almost 
in th(? same way as j)artieular unem})loyment. In a ])artieular 
employment, provided demand for its ])roduct is elastic, more 
persons can be employed if tli(\y will work for less remuneration. 
In all employments taken together, demand is indefinitely elastic, 
and consequently indefinite numbers can be employed if they do 
not ask for too high a remuneration. General unemployment 
appears when asking too much is a general phenomenon. 

It seems unlikely that such a phenomenon could appear in 
our supposititious simple state. If A was expecting much more 
than he could get from B, he would be disillusioned when he found 
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tJiat B had equally extravagant expectations of what he could 
get from A. 

But when nearly all bargains arc made in tenns of money, 
and incomes arc universally i*eckoned in money, general illusion 
is easier and disillusionment is not likely to come so quickly. It 
becomes much easier to expect moiu than can be got, and it 
takes longer to discover the mistake. \Vhen A and B, instead 
of exchanging their j)roducts directly, both sell them for money 
in the market and do not come face to face, their extravagant 
])retensions are not eonfront(‘d with each other. Each imagiiK's 
himself as getting nioiuy from an impalpable entity ealknl “ the 
consumer,’* whom ho credits with inlinite means of ])avment, 
rather than as bartering his own product for the products of other 
])eople. 'J’he terms on which he parts with his ])roduct depend, 
in fact, just as much on tlio purchasing j)ower of the money he 
receives as on its amount, but it is very seldom that he fully 
realises this. Everyone who produces and s(‘lls some particular 
kind of goods or s(*rvices naturally watclu's the pri<;(‘s of the 
things he sells more (‘arcfully and intellig(‘ntly than tlu‘, prices of 
those which lu' buys. The things which he s(‘lls are his s])ecialty 
and are small in number; those which he buys are a multitude, 
and each of them tak(Mx se2)arat(»ly is only a part, and usually a 
small ])art, of his ex])ense. Their pric(*s seldom move all in the 
iSame direction at once, and if th(\v do, they nev(‘r do so all at 
exactly the same rate so that to make out what is tlu* raf(* of 
movement of the whole is l)y no means easy. Therefore j)roduc(‘rs, 
with very few exceptions, take far more notice of changes in th(' 
amount of money which th(\v get than they do of change's in the 
amount of things which they can buy with the mom'y when tlnw 
have got it. Nearly everyone is mon' ])leased with a rise of 
10 per cent, in his money-income tiuui he is annoyed by a co- 
im iOent 10 per cent. ris(‘ in the price of the things he buys, and 
nearly everyone is very much more annoyc'd by a fail of II) per 
cent, in his money-income than he is phrased by a coincidc'iit fall 
of 10 [)cre(*nt. in th(^ price of the things ho buys. 

( ‘onsetjuently, when a variation in the g(‘neral purchasing 
pf)W(T of money is taking jdace, the readiness of p(‘opl<^ to eo-operate 
on the t(*nns whi(rh they offer one another is very seriously alTected. 
If the variation is a fall in the value or jxurchasing power of 
money, their readiness, as a whole, is increased, because those 
who buy services with th(j intentij)n of selling the pnxlucts of thos(^ 
scrvic(is are made more ready to l)uv them by tlu^ ex])ectation of 
their profit on selling being improved by the intervening ri^^c of 



1932 ] 


THE DEMAND FOR LABOUR 


369 


prices. Ilicir greater readiness to buy the services is not at once 
counter])alance(l by an equal increase of n'liictancc to sell in the 
minds of those who render the services, l)ecausc these f)ersons, 
acjcustomed to reckon their economic welfare l)y their money- 
income, arc slow to grasp the facit that their nsd income is being 
reduced, and so do not at once insist on their money-income 
being raised siifticiently to prevent this worsening of their 
condition. 

On the other hand, wlu'ii the variation is a rise in the value or 
purchasing power of money, the readiness of the intermediaries 
to buy services is diminislied l)y the ex])ectation of themselves 
r(*alising low(‘r pj*iees, and the diminution is not counterbalanced 
by an <*qual increase* of r(‘adiness to sell the s(‘rvic(‘s, l)eeausc the 
sellers of services — wag(‘-earn(Ts and sa.Iaiy-(‘arners — accustomed, 
as 1 said ))efore, to r(*ckon economic welfai‘e by mon(*y-income, 
an* slow to recognise that a sonu‘what diminislu'd money-income 
will give them as much real inc(jme as befon*. Their refusal to 
accej)t lower nioiiey-earnings knocks out the (hanand of some of 
tlu^ weaker employers altog(‘ther, and (‘aiises the stronger to 
7 ’educe their stall, and this creates such wi(lespr(*ad unemployment 
that w<* call it g(‘n(‘ral, though of course* it is not universal, since 
some trades will lx* expanding in c(.»nse(pience of special causes 
which alter the relative position of occupations. 

I liave iK'ver betai one of those who Ix'Iicve that great incon- 
V(‘nient eliaiiges of ])rice'level are as unavoidabh* as changes of 
weather, and 1 am convinced that the prt‘si‘nt troid)le is due to 
the n'igning school of monetary c'xperts liaving inixetl up the rate 
of int(*re.st and the j)urchasing pou<*r <jf moiu'y in such confusion 
that th(*v no longer know how to maintain or raise a price-l(*\el, 
while the ^JVeasuries, which know very wi'll, are afrakl of nuxlicine 
of which an overdose is easy. But this dois m»t in the least 
invalidate* my thesis that the demand for labour is indelinitely 
extensible with the number oi persons able and \\illmg to work 
for a remuneration compatible with the ct>nditions of the time 
and place. It d(K*s not in the least impugn the truth that general 
unemployment is the result of a general asking too mudi. It 
only means that Ihost* who are asking too much have been led 
into doing so unconsciously. 

“ What is to be done if tlu^ world is too stupid to prevent 
great declines of price-level I 

In that ease, it should learn to submit to deelines of money- 
incomes without s(|uealing. Money -i)rolits should he y 

fall without subsidies ami protective ilulies being called in to 
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support them. So-called “ fixed interest ’’ should be allowed 
to be eaten away by defaults and stoppages without too much 
attention being given to the injustices involved. Money-wages 
and salaries should be allowed to be reduced without resistance 
to the reductions being backed by the State and public opinion. 

If I may be allowed to add a word specially appropriate to 
the present moment, I would say the public should learn to 
distinguish between the false “ economy ” effected bj’’ stopping 
quite desirable work witliout putting any other in its place, and 
the real economy cffect(id when rates of pay are reduced so that 
more persons arc employed and production increased. 

Edwin Cannan 



NEW ZEALAND’S E(X)NOMI(; DIFFICULTIES 
AND EXPERT OPINION 


ALTTioi:on favoured in the early stages of llie world economic 
(lej)res.sion by satisfactory cx])ort ])rk e.s, New Zealand was later 
drawn into the vortex, when her export juices fell and overseas 
l)orrowing was susjiended for a time in l‘i;D. There was little 
outward sign of troul)lc in the middle of 11)30, wh(‘ii the Australian 
situation was l)eing investigated by Sir Otto Nieineyer and 
iTofessor ({regory. 'J’he reason was obvious, though neither of 
these authorities appeared to draw the attention of the New 
Zeahnid autliorities to it during their brief visit to tlie Dominion^ 
Consecpiently, there grew uj) in New Zealand the opinion that 
Australia’s dilliculties were julmarily due to unsound internal 
policy from which New Zealand was immune. This view was 
held widely even as late as tlie middle of l‘J31, though at that time 
then^ was am])Ie evidence to the competent observer that tlie 
economic* bli/zard had long since coinmeni*ed its devastating 
influence ujion New Zealand industry and finance. Some mea- 
sures ha.d been taken to adjust conditions to the fall in export 
ju ices, '.riius wages were reduced by 10 jier cent, by the Arbitration 
Court, economies in the Public Services, including a 10 jier cent, 
cut in salaries, were made, and mortgagee's were given some 
relief from foreclosure and j)ayment of interc'st under certain 
conditions. Rut major measures were not considered necessary, 
and the original Treasury estimates that revenue from taxation 
could be kejit at the former figure of £18-4 m. by additional 

^ liy tlie inidillc of 11)1)0 the fall in oxpnri priivs had boon only ‘20 por cent, in 
^oM, and ovoi*s<.'a.s liorniwin^' had not boon intt'rruptcd. Thoro nas (‘t)nsotpR*ntIy 
link* di.sturiiaiu'i* to national iiu'onu*. The dato at whirh ililTiTont inalorial.s foil 
in prico inarka tlio ho^iiinin^ of tho dillii'iilty kirtlio i-ountrios prodiudng thoso 
inatorials. 'I'hns tho Loa/'iio of Nations in lln* Course (inif l^hasrs of the ]\ orhl 
Economic Jhjinssioii^ p. 2.’)l), ivmarks ; “ 'riiis is imo roason why Dritish Malaya, 
dava, Australia, tlw .Ardent ino, t'anada and Brazil hi'lonj^ to tho proup of conntrios 
whirh havo boon spo.*ially hard hit in tho last two yiars. Similar dilfoivnoos 
oxist bolwoon tho various somi-inannfaotnrod and iinisliod otnnmoditios. Coun- 
tries which arc inu(‘h dopondont’ on tho I'xport of oittton anil wool textiles ha\o 
sniTored inoro than tlio.st* witli a lar^o export i>f elect rioal equipment, pulp anil 
l>rtper. Jt is also notioeahio tliat animal-export inj: eonntrie.s, swell as Denmark, 
tlio Irisli Krei' State anil New Zealand, havo boon in a ivlatively lavonred ])o.sition, 
at all events iip to tho heginninj^ of 101)1, owiiii? to the taet that until that time the 
pereeiitnge ileidine in the prices of animal foodslul'ls was no greater than that of 
maize and uiloako." 
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income tax. customs duties and post ofTicc eliarges were symptom- 
atic of oilicial opinion. Wlicn I visited tlie Dominion in Aufijiist 
1931, the IVeasury was confident tliat its estimate would be 
realised, despite the overwliolming evidence of a falling national 
income and a severe decline in inij^orls. Six weeks later the 
Budget had to he revised to cope with a further anticipated 
deficit of fl-5 m. Tlie year ended on March 31, with a deficit of 
over £2 m., though reserves to t he amount of fl-a m. had been used 
to sustain the revenue. It was a typical Budget crisis faced by a 
Treasury in a typical way by increasing taxation, reducing 
ex])enditure and using leserves. Little was done to promote any 
fundamental reorganisaf ion of the basis of the Budget or to main- 
tain the money value of the national income through operating on 
the price level. On the contrary, there was a fundamental Ix^lief 
in the virtue of deflation, and this belief was latm* confirnuxl in 
opinions cabled from London by the two distinguisluvl overseas 
visitors. Sir Otto Niemeyor and Pr()fes.sor Oiegory. \vi at the 
very time when this advice was being given to New Zealand thesis 
two ex[)erts witc witnessing a fundamental change in (beat 
Britain’s monetary jx'licy, where the 'rreasury and the Bank of 
England were jireparing to keep u|) Ih'itish prictvs by prin (ailing an 
undue apiirei iation of the pound in t(Tms of dollars. Ev(mi the 
economists of New Zealand and Australia were aware of this fact, 
and Avhen an expert committee of thrciJ N(‘w Zealand emnomists, 
and one Australian together with tlic S(‘cretary of the Treasury, 
were asked to advise the Xew Zealand (lovernment. th(\v naturally 
urged the Dominion to follow tin? (*xampl(? of the Mother Country. 
It is true that the Si'cretary of the 'JVeasiiry diss(ait(’d from certain 
.sections of the r(‘j)mt concerning the control of tin? curnaicy, 
referring indirectly to the suggestions of the four real currency 
e.xjierts as “ tinkering with the currency." Vet their sugg(\stions 
amounted to no more than the adoption of what (b(‘at Britain is 
now doing through the Exchange E([ualisation .Account. 

I’he Ec()nomi(j ( ommittee, under the ( diairmanship of Dr. 
.lame.s Light, to whom .so many cconomi.sts in this part of the 
world owe a debt of gratitude for a sound early training, found 
that Xew Zealand was experiencing a dra.stn- and sudden fall in 
the national income.^ I’liis was e.stimated to be tloO m. in 1929 
and was moving towards £90 m. at the ruling rate of exchange, 
10 ])er cent. b(*low par with sterling. Siadi was the (?no(.*t of tlie 
fall in export juices and the reduction in external horrowing. 

^ of Ohj Iv-oiKniiir ('fiiiuiiittro appniiitocl l»y tli« Priiiuj MininUa' 

((iov<a‘nrrit.'iit PrintcT, Wellitiirton, Frljrimry 
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With exchange at par with sterling, the national income would 
tend to fall to a little more than £80 m., because of the further fall 
in export prices. At a 10 per cent, exchange depreciation 
wholesale prices had fallen 10 per cent, between 1928 and 
December 1931, retail prices about 11 per cent., money wages 
about 12 per cent, and export prices 43 per cent. In terms of 
sterling, depreciated at that time by approximately 30 per cent, 
from gold, New Zealand export prices had fallen 47 per cent, from 
1928. In (ionformity with the movements in gold and sterling 
prices. New Zealand export prices continued to fall after the 
(^ommittee had completed its work. The index of farm expend!* 
ture prepared by the Government Statistician was later shown to 
have fallen only 9*3 per cent, from 1928 to 1931. It is interesting 
to observe that all the indices — farm expenditure, wholesale 
])ricos, retail prices — fell round about 10 ))cr cent, while export 
prices fell four times as much. It was tliis disparity between 
export pri(‘es and other prices, which make up the costs of the 
farmer, that became the chief X)roblcm before the Economic 
(’ommittcc. It will be clear that New^ Zealand costs are very 
rigid, and that to bring returns and expenses on the farm into 
tolerably close, agreement required a desperate elTort. Further, 
New' Zealand had for years been a heavy overseas borower, the 
net amount raised overseas in the period 1926-30 being al)Out 
£5 m. per annum. The total direct income of Xew^ Zealand from 
overseas was thus £5 m. from borrowing, plus approximately 
£55 m. from exports, ^bhis total of £60 m. was in 1929 40 per 
cent, of the national income. The fall in ex])ort ])rices has 
reduced the value of exports from £55 m. to a])proximately £32 m., 
a loss of £23 m. To this must bo added an increasing loss on 
account of overseas borrowing, which will necessarily decline. 
New Zealand prosperity had, indeed, like that of Australia, been 
based upon high cx])ort prices and heavy overseas borrowing. 
Though fortunate in not experiencing such a drastic fall in export 
prices as Australia, New' Zealand has nevertheless sullered 
severely, and her wliolc economic system 1ms been deeply affected 
by the change in the j)ricc level. 

The fall in national income naturally upset the Budget, and 
estimates furnisluxl to the (^ommittec showed a prospective , 
deficit for 1932-33 of £9-26 m.^ This detudt was due largely to 

1 Tho Treasurer, liowever, in bis Kinoneiiil Statement, April 7 last, estimated 
a shortage of £8*3 m., the dilToiX'iico being due mainly to an inereiise in the osti- 
nmtos of incotno tax of £-25 m. and a i\^*liietion in the cost of exehango roinittanoes 
of £-7 m. Tho last point is interesting. In Australia tho Treasuries resisted tho 
No. 107. — VOL. XLll. 
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an estimated decline in revenue of £8 m. from 1929 to 1930, but 
the net increase in expenditure was £1*5 m. for this period. The 
Committee suggested that adjustable expenditure (excluding 
debt charges, exchange and unemployment) should be reduced 
by 25 per cent, on the 1929--30 standard, that unemployment 
subsidies should cease, and the total unemployment expenditure 
be obtained from a levy on wages and incomes, and an interest 
adjustment of 20 j)cr cent, (either special tax or conversion loan). 
The total new savings from these suggestions would amount to 
£4 m. New taxation, including a sales tax and increased interest 
from public services, would yield £2*6 m., leaving a deficit of 
£2*()() m. If the Hoover moratorium were extended, this deficit 
woulfl bo reduced to £2 m. The Treasurer jiroposes to bring the 
deficit down to this figure, but his methods differ from those of 
the Committee, mainly in respect of his treatment of interest on the 
internal ])u})lic debt,' upon which he jn-oposes to levy a 10 per cent, 
stamp duty.^ 

The Kconomie (Vunmit tee thought a deiicit of £2*5 m. was a 
manageable amount, and that it should be met by the issue of 
Treasury Hills from the banks, but that the Ihulget should ])e 
balanced by 1934. The public does not know how much will bo 
required in Treasury Bills this year. They must be used to finance 
the deficit in the Budget, loan expenditure, some unemployment 
expenditure, to support the Post Office [Savings Ihink and to 
assist in the transfer of funds to London.- As regards the deiicit 
in the Budget and unemployment cxiK’iiditure, the JOconomic 
Committee arrived at tlic conclusion that these would be lightiured 
by an exchange rate above parity or above the ruling rate of 110 


incliLsiun in Oio <jf erwt of oxrliaiigo as u normal itoin of oxjwiHlit-Jjro, 

though this ])rin:tiro.lm.s now boon a<loj)te»I, In Now /oaland tho Troasury iisos 
borrowings in London to jsiy ovctsojim iiiton*8t and fliniinat<*s tho cost, of traimfor 
upon this part of tho ov'('r>ieaH intoivst. Thus, tho Troasury UKSuin«*8 tliat tlio 
pound (Now /o’ulund) is tho ofjuivaloiit of a pJiiind sterling, and that tho uddilion 
£5 in. in storling to tho national <lobt is not really £.'»-5 in. in N»)W' Zealand 
ourronoy. If Now' Zealand policy is to r«-H(oro parity w'ith storling, this jiraotioo 
may bo sati-sfactory, but it is irnpossiblo to judge whothor tho Now Zoaland 
ooonoiriio position will stand tho strain of a ndurn to parity with storling, W'hioh is 
apparontly tho dosiro of both tho bankc-rs and tho UTcaHury. For sound VUnlgot 
practice tho cost of oxchango shouki bo iriolutlod in tho Hudgrd, and borrow'ing in 
London for public works should bo shown as loan oxpondituro in Now Zealand of 
tho amount of Now Zoaland pouufls olitainahlo with tho sto-rling loan raisc'd. 

^ The merits of a conversion kian to a low'or rate of interest, which tho Treasurer 
sj)oak8 of amounting to ** a comjio.sition with our creditors,” wore fully Htato<l l)y 
the Economic CommitUjo. In particular it W'ould help to nshico tho intorost rate 
generally and would climinatn any problem of convorsimi. Over £20 ni. of the 
internal debt held by tho ]>ublio nmturi'H during thotivo yviirn ending Man*h 21, 1027. 

* In order to promoUi cr-onomy and Hound financo, tho 'J’rtiusury Hills issuo<l 
should bo published monthly tis in AuHtralia. 
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per cent. The main reason for this vital and much-disputed 
conclusion was as follows. A higher exchange rate increases 
the value of exports in New Zealand currency, and, therefore, 
ultimately increases the money value of the national income. The 
higher rate also increases the cost of interest on the external debt 
and necessary materials, but these increases in expenditure would 
be much less than the increased taxable capacity, on account of 
the higher national income. This conclusion lias not been 
successfully contested, yet it is rcmarkalilc to find authorities like 
Sir Otto Niemeyer and Professor Gregory deploring the increased 
issue of Treasury Bills that would be necessary to finance the 
external debt service under a higher exchange.^ 

For other reasons a higher rate of exchange was favoured by 
the (^ommittee. At 110 per cent, exc liange export prices were 
ap])roxiinatcly (JO coin])ared with 1928 as 100, while farm costs 
were 90. A rate as high as 140 [ler cent, used by the Committee 
for illustration, would raise export prices only to 7(5. Fven at 
this rate a direct reduction in costs would lie necessary. The 
Committee sugg(‘sted reductions of 20 per cent, in rent, interest 
and wages from the 1928 level. They proposc<l a double-edged 
policy. t]xj)ort juices were to be sustained by a higher exchange, 
and costs were to be reduced hy direct cuts. Some rise in sterling 
prices was hoped for to complete the process of adjustment, which 
would be impossililc by dcllalion alone. 

There were two otlier reasons for suggesting a higher rate. 
First, the disparity between New Zealand and sterling prices was 
also serious. To bring New Zealand prices into conformity with 
sterling a drop of 33 per cent, was rc([uirod. But as New Zealand 

' A cIiishIc 8t Jitonu'iit of tin* nfijfctions to tho high oxi’haiigo rate was maJe by 
Sir Otto Niciiicyer beforo tho .Australian Loan Coiincil in .August 1930, wlien ho 
Htatod thtit “ rising oxchango ratos projmliro thowhulo fahrio of national linani’o.” 
'tJiis is donbtle.ss tru«' wlion a roniiiiiinity lioliheratoly sots out oji a fuurso of 
inflation during a period of normal movements in \vi>rld prices. When, howi'ver, 
a primary pro<lueing country with rigitl costs in the exporting industries ex- 
porieiUM^s a drastic fall in c'xport prices, a rising exchange rate may he the tudy 
means hy which tho fahri<; of luitionnl tinanco may he safeguarded. 1 he ex- 
porioiico of (.ln»at Britain in the past six months is in itself suliicicnt to discount 
»Sir OtU) Nieiuoycr’s view, wliii h still has great vogue in New Zealand. Similarly. 
Professor (Iregory, in tho opinion ho expn.'ssed at tho recpicst of the Chairman of 
tho National Bank of New Zealand, portions of which were published in tho Now 
Zealand pross on February 20, argued that increased Treasury Bills would bo 
required to tinanco remittances for the overseas debt, that an automatic expansion 
of the voluino of credit ami currency wouUl follow and an increase in tho Now 
Zealand price level. This seems to mo to bo in eompleto disagivement with tho 
facts. It woukl be true if owrst'as prices were stable or increasing. It cannot bo 
true at tho present time, as tho history of every country with a high exchaiigo rate 
has proved, bccauso the high rate merely st'rves to prevent loo severe a deflation 
in tlio country concerned, tluis sust 4 i.ining national income, Government revcmio 
and tho iinancial position of tho farmers. 
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had been a borrowing country, it had been possible to maintain 
prices at a higli level, and therefore the fall required to establish 
real parity with sterling might be as much as 40 per cent., unless 
sterling prices rose. Deflation of this order could not be embarked 
\ipon with any prospect of success in an economic structure that 
had shown such ])ricc rigidity. The Committee, therefore, urged 
tliat the Dominion sliould not catiem})t the hopeless task of bringing 
about equilibrium by attempting to force down the ])ri(‘.c level by 
this amount.^ 

Secondly, the effect of a widesprccad deflation on financial 
institutions vouJd be serious. There is no need to labour this 
point. Jt has, however, special significance in New Zealand, 
where land values have been high and farming requires a good deal 
of working capital eac h year. Not only has the value of tl\e land 
fallen so that many conservative lirst mortgages are not carjiing 
interest, but the ])ri(‘o of farm stork has slumped even more 
severely, and farmers now find themselves heavily indebted to 
stock and station agencies which an^ not always able to suj)ply 
working eai)ital. A continuance of the ])resent ]>oIiey of de- 
flation must mean serious financial losses from which the banks 
will not be immune. Further, it must mean a decline in ex))ort 
production, because of less effuaent management and short{ige of 
working capital. 

Thus, apart from the trade balance, at the moment there were 
excellent reasons foe arguing that a higher exchange rate would 
be in the best economics interests of the country. When Dritaiu 
went off the gold standard, the New Zealand rate was 10 per cent, 
premium on sterling. Early in December, the (Jovernment was 
advised that it must cca.se short-term borrowing in London and 
arrange for the re])ayment of £4 m. of Treasury Dills. An ex- 
change pool was set up under whicli ex])orts were licensed, and 
all proceeds had to be paid into the accounts of the banks in 
London. 2 The rate of exchange was to be that fixed hy the 
hanks, but in case of dispute the Minister of Finance (a)uld 
determine the rate. The Treasury and the hanks wore willing 
])artners to this arrangement, because it gave the banks complete 
control of the exchange market and the rate could he pegged 
down as the Treasury desired. "J'hcro is evidence that one of tlie 
six banks doing ljusiness in New Zealand was averse to mainten- 
ance of a low rate, and preferred an open market in exchange. 

' With 1 927 a8 boso tho EritiHh wholosalo indox ff>r 1 9IJ 1 ( Jaiuiury to Novoinhrri 
wap 03*4, Au.siralia 79-0 and Now /oaland 94 ’fj. 

* It is estimated that nomiaUy about 15 pt)r cent, of export business is done 
outside tho banka. 
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This only made the other banks more keen on keeping the position 
in their own hands, and in this they were supported by the 
metropolitan press and the cabled views of Professor Gregory 
and Sir Otto Niemeyer already referred to.^ Both guardedly 
conveyed the impression that sterling prices would soon rise. 
Gregory spoke of the British price level being “ exposed to quite 
novel influence in the near future,” while Niemeyer thought that 
“ there is a possibility and signs of a change in tendency of world 
prices.” 2 They, therefore, counselled caution in exchange 
])olicy . What they ought to have said on this point was that they 
thought a rise in world or sterling prices was imminent, but that 
this must show itself in a rise of not less than (55 jjcr cent, in New 
Zealand export prices if the traditional policy of the ])anks and the 
Treasury was to be successful, and New Zealand to return to par 
with sterling without grave hardship. Even then export prices 
would be 80 comj)arcd with 100 in 1028, and a permanent adjust- 
ment of considerahlo proportion would remain. Is it reasonable 
to hold out any ho])e to New Zealand that such a rise in export 
prices is possible even under the changed policy of tlie Treasury 
and the Bank of England, with which both (Jregory and Niemeyer 
arc out of sympathy when ap]>lied to New Zealand ? 

Perhaps the most extraordinary argument put forward was 
that by Gregory when he staled tliat the existence of a surplus of 
£7 m. in the balance of trade for the lirst eleven months of 1931 
robbed of a great deal of its weight the argument that the 110 per 
cent, exchange rate seriously over-valued the New Zealand pound. 
This is a flat contradiction of what (Iregory teaches in his writings 
on exchange , 2 and it is contrary to all experience. That con- 

' Professor Gregory’s o])iniou was given to the National Jhink of New Zealand 
ut its request, and Sir Otto's npi)eared in the Press from some unknown source, 
prosiiinably the New Zealand Treasury. For tlie conditions of ox»‘hnnge control, 
SCO Regulations ])iihlishod in Aft/’ Ztalnnd December 22, 1031. These 

regulations r<>nmin('<l in force despite the raising of the loan of i‘-> in., early in April, 
but wen 3 abrogated in .Inly, 1032. For 1031 imports wen> nj)proxiiimtely i:25 in. 
niicl exports £32 in. Overseas obligations, including rejmymeiit of £4 m. 7’n'asiiry 
Bills, were estimated at £14 in. lienee, assuming cxjiorts remaineil at £32 ni., 
imports would have to fall to £18 m. compared with £40 m. for 1920. This could 
be done by raising the rate of exchange or rationing imports, and the banks preferred 
the latter. Professor Gregory had nothing to say in liis opinion about the ultimate 
effects of the pegging of exchange and the over- valuation of a currency. lie 
might well have referred the bankers to his own writings "pasaim, 

* In fact, the trend of both sterling and world prices has been downward 
since the opinions wore given, and certainly New Zealand export prices- have 
shown no indications of recovery. 

• Seo Foreign Exchange^ Jkfvr€f During and After the IV or, p. 83 : If the 
prico level of ono country is higher than the price levels in other countries, then 
the condition for export from that country to the others is that t ho rate of exchange 
between its currency and that of the others should bo such that tho fall in the 
exchange should compensate for the rise in the internal price level. If the fall in 
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siderable aberrations from the purchasing power parity may be 
observed in the movements of the exchange rate over a period is 
well known. But this does not justify the view that export 
production will continue at a loss in a primary producing country,^ 
Professor Gregory also gave encouragement to the view that 
wages, interest and rent would rise with a rise in the rate of 
exchange. This could bo understood if New Zealand suddenly 
inflated while tlie rest of the world was enjoying a tolerably 
stable price level. But what grounds are there for supposing 
that any of these money costs could possibly rise wlien the 
community was being impoverished by a fall of 47 per cent, in the 
sterling prices of its exports in two years? What the local 
economists contended was that a higher rate would render less 
difficult the adjustments to bo made in these costs. Yet with 
even a 40 per cent, rate a reduction of 20 per cent, in money costs 
would be necessary. In giving credence to a poj)ular fallacy, 
Professor Gregory lias not advanced the cause of pure economic 
science in this part of tlie world .- 

Pinally, both Gregory and Niemcyer refer to injlnlionarj/ 
borrowing on Treasury bills. They think that this tendency 
will be increased under a high rate of exchange, a i)()int that luis 
already been dealt with aliove. Should we not clear our minds of 
what we mean 1)y inflation ? When ho was in Australia, Sir Otto 
Niemcyer urged Australia to balance her Ihidget in one year. 
I did not agree with the action of the Australian governments in 
rejecting Sir Otto’s advice almost in into, but I would Iiave been 
equally opposed to any policy tliat had atteinptod Budget balanc- 
ing in one year. Its deflationary effects would have been dis- 
astrous. I find nl}^self in agreement with Gregory in his article 
in the Circular Letter of the Royal Bank of Canada of October, 1931, 
where he referred to the need for central banks to finance Budget 
deficits through central bank credits. This is not infi.'ition, 

the exchange is les.s than siiflicicnt to coniponsato tho rise in tho price rixporta 
will fall off. ...” Soo also Chapter 111. of liis Gold SUmdard and Its Future, 
written in November 1031. 

^ Thus Nicineycr spoko of tho abscnco of any signs of a “ Hubstantial diminu- 
tion in voluino of Now Zealand production at tho present rate of exchange.” 

* Professor Gregory remarks that some of tho dangers of ilio passing on of 
costs would bo mitigated if tho banks could keep tho gcn(!ral level of wholesale 
prices steady. Ho thinks this could bo done only by credit policy, but I suggest 
that tho present iirisis has sliown that tho oxoliango rate is tho more potent weapon, 
especially in a dependent and debtor country. Prices will bb moro stablo with a 
high rato than at parity with sterling or under a low rat-o. Indeed, this is tho very 
object of tho high rate, us Giogory will surely admit from liritisb exporituico in 
tho crisis. In any ease, his views of costs under a higher rate in Now Zealand aro 
in straugo contrast to what ho has written on tho samo probJoin in Groat Britain. 
See Chapter iV. of Tfis Gold Standard, 
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provided Budget balancing is in sight and prices do not rise above 
their pre-crisis level. It is a legitimate and sound measure to 
stave off the worst evils of deflation. Thin view was put forward 
by the Economic Committee in New Zealand, as it has been in 
Australia by local economists. Should the effect be to sustain the 
local price level above sterling or world prices, and to render 
necessary the maintenance of a high rate of exchange, there can 
be no objection to a country taking this course. This also was 
suggested by tlie J<]conomic Committee, and is, of course, the 
practice now licing followed by Croat Birtain. Yet Professor 
Gregory in his opinion referred to the fact that “ it may ultimately 
prove impossible to revert to the old parity between sterling and 
New Zealand money,” as though this were the only possible object 
of monetary policy for New Zealand. 

Economists are, no doubt, influenced by the environment in 
which they work. Pcrhaiis we on this side of the world think 
too much of the difficulties of debtors and the plight of primary 
producers. There is evidence that some economists in England 
have the l)oint of view of the lender rather ]>roininently in their 
minds. Ifow often are we told that London (the money market) 
will not like certain nu'asures, aspecially a high rate of exchange. 
Thus Professor (iregory drew attention to the unfavourable 
reaction on New Zealand credit of a high rate of exchange. What 
ho as an economist might have said is as follows : “ The British 
inv.estor does not really understaml the conditions that determine 
your capacity to ])ay your interest, but he is very nervous about 
a high exchange rate. This, we know, is quite illogical, but you 
must humour your creditors as well as j)ay your interest. Even 
though a high exchange rate .sustains your price level and the 
money value of your national income, thus lightening the real 
burden of your internal debt without increasing the burden of the 
external debt, you must forgo this measure of relief because 
London objects.” Is it not time that this point of view was })ut 
with more vigour by the British economists ? New Zealand got 
her reward from the fjondon investor in the shape of a loan of 
£5 m. maturing in twenty-three years and costing oj per cent. 
The rate ought to be not more than 4 per cent, for such a period, 
now that tlie world is facing a definitely low rate of interest. 
This loan will remind New Zealanders for twenty-three years of 
the virtues of a low exchange rate, unlc.ss New Zealand takes 
advantage of any scheme of interest reduction that may be 
secured by her more independent but not less distressed neighbour. 

I). B. CorLAND 

The University of Mclhourne, Ajml 2G, 1932. 



THE SITUATION IN FRANCE 

1. The Extent and Course of the Depression 

Production, which in most countries reached its peak in the 
first half of 1029, continued to expand in Fnijice until the middle 
of 19J10. As late as the second quarter of 1031 France seemed 
in a relatively favourahlo position. Since tlum, however, the 
situation has rapidly deteriorated, particularly in the first quarter 
of til is year. 

The industries which declined both earlier and more steeply 
than the rest were textiles, iron and steel, and engineering. All 
of these depend for a substantial part of their market upon 
exports, anti at the same time arc resjionsiblc for a considerable 
share of the total exjiort trade of France. The falling off of the 
export trade must be counted one of the important causes of the 
depression in France. The fact that French (‘xports are largt'ly 
destined to Europi'an countries whose imports fell off only in 
the second stage of the depression explains why French production 
remained so long unaffected. 

A further factor in the decline is to be found in the falling off 
in engineering output, after the extremely rapid dcvelo])ment of 
the years 1028-30. It is interesting to observe that building was 
by no means one of the first industiics to decline, and has so far 
shown only a comparatively moderate reiluction. 

Tabde I 

Index of Itnlmtricd Production 

(fSu/ldin dc la datidique ffnirnilc dc la France.) 

(Hwmj mo.) 
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The yearly figures since 1926 are as follows : 


Year. 

Total. 

Engin- 

eering. 

Metals. 

Tex- 

tiles. 

Mining. 

Building 

(ad- 

justed). 

1926 

124 

132 

113 

94 

114 

114 

1927 

109 

114 

112 

90 

117 

80 

1928 

127 

138 

* 125 

99 

117 

97 

1929 

139 

1.57 

129 

92 

123 

123 

1930 

140 

1.57 

125 

85 

123 

137 

1931 

124 

136 

103 

71 

110 

125 


Einployinent in establishments employing one hundred or 
more ])ersons shows a reduction of 18 per cent, in the first quarter 
of 1932 .as compared with 1930, or of a])proximately 25 ])er cent, 
if allowance is made for short-time w orking. This compares with 
a reduction of production of approximately 30 per cent, over the 
same ])criod. These figures are neither completely comparable 
with one anotlier nor w ith the corresponding figures for employ- 
ment and production in other countries. Hut they give reason 
to sui)pos(^ that the dejwession in Eranee, if it has not reached 
the intensity ol)S('rvable in (hTinanv and Aim'iiea, is at any rate 
as severe as in (Jreat Hritain and other European countries. 

'I'he comparative stability of French export trade up to the 
middle of 1931 and its subsequent rapid decline are illustrated 
in the following table, where the ofiieial indices of the volume 
of trade in France and Great Britain are conq^ared. 

Ta«le II 
Volumr of Exports 


(juarUTly nvrnipo 1028 - . 100.) 
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7S 

77 

64 


2iid ,, 


78 

76 

61 


3rtl „ . 


75 

75 
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75 
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63 

1932. 
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1 60 

58 


In 1927 exports to Europe accounted for 07 jier cent, of all 
French exports, and exports to French colonies for a further 
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15 per cent. It is therefore not surprising that until the financial 
crisis of last summer reduced European trade to confusion, French 
exports should have been comparatively undisturbed. Of French 
imports, on the other hand, only 45 per cent, were of European 
origin in 1927. 

2. COI^STRUCTION 

It has previously been observed that building has so far shown- 
only a moderate reduction in com])arison with 1930. The 
following table shows the number of houses and factories in 
France at dilTorent dates, and the extent of new buildings ami 
demolitions. 

Table III 


X timbers of Houses and Factories in France {excluding Alsace 
Lorraine) 1913, 1914, and 1921 to 1928 
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[riiese figures an’, UTifnrtiinat(‘ly, not av'ailable lat(‘r than 
1928. Th(?y serve, Iiowc’ver, to show’ the change tliat has come 
over new^ building in France since tlu'- war. In th(' first })lace, the 
building of dwell ing-house.s exce])t during the j)eriod of inllation 
has been on a smaller scale than before the war, at any rate uf» 
to 1928. In the second ])lace, industrial building now represents 
a much greater part of the total than it did in pre-war days. 
The value of new factories w'as about 24 per cent, of the total in 
1014 and 41 per cent, in 1 028. Since 1028 the index of production 
for building has risen considerably. The corresponding increase 
in engineering production and in the total index of j)roduction 
suggests that the building of new factories was responsible for some 
part of this increase. But there must undoubtedly have also 
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been a very considerable increase in the building of dwelling- 
houses. The question of immediate interest is whether the 
deficiency of accommodation resulting from the war has now 
been made good, or whether there remains an unsatisfied demand 
for new houses which a prolonged period of cheap money might 
bring into the open. There is little reason to be pessimistic in 
this respect. 

With regard to industrial equipment the opportunities for 
expansion are obviously far more restricted. Not only is it 
unreasonable to suppose that the rate of expansion of 1920-30 
should be maintained indefinitely, but also one of the main 
causes of this expansion — the relative under-valuation of the 
franc and the consequent stimulus to exporting industries — is no 
longer operating. A prolonged contraction of the industries 
supplying new equipment is not im])Ossible, though this may be 
averted to some extent by the Government policy of economic 
develojmieiit. 

3. Financial Situation 

In these eireumstanees revival in France si^ems to de])end on 
(I) a |)rolong(>d ])eriod of cheap money, and (2) a revival of 
export trade*, 'riie financial situation holds out hope that the 
former of th(*s(' at any rale should be at hand. During the last 
three yc'ars the balance sheet of tlu* Dank of France has shovn 
(1) a steadily rising total of gold and foreign exchange, the 
latter being progressively replaced by the former since October 
1931, (2) a slightly smaller increase in the total note circulation ; 

(3) a moderate reduction in the banks’ holding of home bills; 

(4) a very considerable reduction in the balances of the 1 reasury 
and the cai-^stc (Vamorti'^f^ctnoif. As a result of these movements. 
tli(‘re has been (3) an increase in private deix^sits from approxim- 
ately 9*2 milliard francs on the av(‘rage in 1929 to api)roxiniatcly 
21-1 milliard francs in A]>ril, 1932. 

I’aulk IV 

Priiicipul /In.s’cAs’ iiud LuihUitiOi oj ihc Bunk of t rance 

(Tn millions of frnius.) 
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As a result of these movements the commercial banks have 
found themselves in possession of greatly increased reserves of 
cash. So far, however, they have been unwilling to make use 
of their increased power of extending credit. The following 
table shows the main items in the balance sheets of four 
commercial banks, at the begimiing of the year. 

Table V 

Comhiiml Balancc-shccl of Four Commercial Banks * beginning of: 


(III milliards of francs.) 


Assets. 

1029. 

1930. 

1931. 

1032. 

Cnsh with banks 

61 

7 5 

8-4 

13-6 

Bills 

20-8 

20- 1 

20-8 

17-7 

Advances, etc. 

10-2 

11-4 

11-2 

9-4 

Investments .... 

Oil 

0-2 

0-2 

0-3 

Premises and Sundries 

0-4 

0-5 

0-5 

0-5 

Total . . . . 

:J81 


41-2 

1 

41-5 

Liabilit ies. 

Capital Beserves, etc. 

14 

2*9 

2-9 

2-9 

Deposits .... 

3.VI 

31 S 

36-5 

371 

Acceptances .... 

UO 

1 

10 

0-5 

Sundries .... 

U-7 

0-S 

OH 

()•:» 

Total .... 

1 

3S1 

39-7 

<11-2 

41*5 


* Th<3 balance sheets inclmlcd in these totals do not all nder to the same 
date. 


In 1931 not less than ‘1*4 milliards of the cash holdings repre- 
sented balances with other banks. In 1932 these holdings were 
not more than 2*2 milliard, (’ash and balances with the Hank 
of France therefore increased from under 4 milliard to over 
11*4 milliard. 

It will be observed that though de})osits have arisen slightl}", 
there has been a contraction Ixdh in bill holding and advances 
and a very marked reduction in aceejjtances. 

It is cletir from these figures that the commercial bank.s have 
been pursuing an extremely cautious policy, and that it is tlu'v 
rather than the Hank of France who are to blame for any 
restriction of credit that has taken place in France. 

In view of the liquid position of the banks, and the continual 
infknv of gold, interest rates in France w ere till recently surprisingly 
high, and for some time showed a rising tendency. 

It may be that the high level of interest rates w^as brought 
about by the policy pursued by the banks of holding money off 
the market in the interests of liquidity. It mcay^ on the other 
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hand, be due to the budgetary situation to be discussed. There 
has been a distinct improvement in the price of 3 per cent, rentes 
in July following on the British conversion operation and .talk of 

Table VI 

Interest Rates in France 
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M9 
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conversion in J'raiiee. One element in the rather paradoxical 
situation must not be overlooked. Should speculative sentiment 
improve, the commereial banks are in a position to finance a very, 
considerable upward movement. The Bank of France is at 
])resent practically ])o\verh'ss to prevent an undesirable expansion 
of credit should there hv any signs of such a development. 

4. Public Fixanck 

The ])rosp(‘ct of heavy droasury financing in the near future 
may be one of tlie causes dej)ressing tlie prices of rentes. The 
Treasury will need money both to finance the deficit which will 
certainly ap])ear in the budget and to finance the various scheine.s 
of j)ublic works which it is the judicy of this CJovernment, as of 
the last, to })ursue. 

A year or so ago (according to tlie Economist) the Ireasury 
])ossossed considerable surplus funds, estimated recently by 
M. Cheron at 19 milliard francs. As a result of various extra 
budgetary calls, it has no>v exhausted these. In addition, it has 
used up a loan without interest of 3 milliard francs to which it is 
entitled from France ; has bmrowed 5 milliard francs 

from the Caisse des Depots et Consignations, and has made an 
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issue of 3 milliard francs of Treasury Bonds. The latter were 
needed to provide funds for continuing the policy of public 
works. 

Revenue returns continue disajipointing, the receipts for the 
first tw^o months of the new year being 513 million francs, or 

per cent, below those for last year. The most serious decline 
has been in tlie yield of the turnover tax, which is 15 per cent, 
below last year. Customs receipts have not declined, largely 
on account of the higher receiids from petrol duty, the rate of 
which has been iiicrcascul. As the budget is only balanced in 
name, the prospect of a heavy deficiency in revenue in comparison 
with the estimates is perhaps disturbing. It is believed that 
little extra revenue can bo obtained l)y increased taxation. No 
doubt this belief is unjustified. 


5. Balance of Payments 

The re-establishment of the franc in 1027 left France with a 
very favourable balance of ])ayments, estimated in the Leagues of 
Nations memorandum on the Jhilances of Payments, 1030, as 
follows : — 

Table VII 


French Balance of Payments 

(fii million.s of fmiicH.) 



r’jiv'ourable Jialaneo, 

1 Cold jVInVeineiitM. 

Year. 

exrludiiig (Jold 

! 

N«d. Imports. 

X«'t I'^.xportH. 

1927 . 

12,330 

- , 

525 

192S . 

12,ir>s 

fi,473 


1929 . 

7,801 

8,5S9 

• 

1930 . . j 

5,313 

11,742 

■ • 


The balance on current items includes the adverse balances of 
French colonial possessions, and also ?(‘paration j)aym(‘nts. 

It is fairly certain that the year 1031 saw the disappcsiraucii 
of this favourable balance, fur all the main it(*ms in the account 
must have moved against France. Her adverse balance an 
merchandise caccount (including coJe^nies) must have increased 
by between 3 and 4 milliard francs, and other items must have 
brought in about 8 milliard less than in 1020 (including a reduction 
of reparations and war debts paynumts). 'J'his suggests an adverse 
balance of 3 or 4 milliaid francs. 'J‘he adverse Jbalance for the 
current year may well be at the same rate, iji spite of an improve- 
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ment in the merchandise balance of 1| milliard to date, in view 
of the continued falling off in other items, such as shipping 
earnings, interest and tourist expenditure, and of the absence of 
any reparation receipts. 

In 1931 France imported 18i milliard francs of gold, the 
Bank of England and the British Treasury borrowed 7 milliard 
francs for the ynirpos(^ of supporting sUuIing, and the adverse 
balance of trade was, say, 3J milliards. The withdrawal of 
h'rench funds from abroad must have been nearly 30 milliard 
francs, or a])])roximately a quarter of tlie total French foreign 
investment. 


6. CoVERXxMENT ACTIOX 

The yKilicy of the French Coveunment has been on the one 
hand to utilise the large Treasury bahinctss ref(‘rred to, to relieve 
the depression or to mitigate its consequences, and on the other 
hand to increase the scale of protection. In adclition, tlie Govern- 
nuMit has acqui(‘see(l in a budget deficit. In short, it has attempted 
to maintain h'reiich prices at a level above that of the rest of 
the world, and to avoid tiu' ilood of im]>(nts which in present 
world cojulitions siicli a policy might provoke. In so far as the 
(l(‘pi-t*ssioii in France i.s diu^ to local causes (for example, the over- 
expansion of industrial (upiipment from 1928 to 1930) or to a 
falling off in the export trade, this policy is ck'arly inelTective. 

The latest development of protectionism in France has been 
tlu^ use of th(^ quota. The first use of this was in connection 
with tlu^ import of coal, which was subjected to licence i]i July 
1931. In August (piotas were determinc‘d for wine aiid timber, 
in Se|)t(*mbcr for a wide range of animal foodstuffs. By the end 

Table VI II 


Volume of Import.^ 

(Biiso quiirtcrly avt rap;^ I'.CiS-- lOO.) 


Vi'jir. 

Franco 

(St<itiiili<jue ak). 

I’nitcd Kingdom 
(Hoani of 'rrndc). 

I iris 

100 

100 

1921) 

111 

io:> 

19:U) 

122 

103 

1931 

124 

100 

1930. 3rd Qr. . . i 

US 

97 

4l.h .. . . . 

133 

111 

1931. 1st „ ... 1 

127 

9S 

2iid „ ... 

130 

101 

3rd „ ... 

120 

103 

4th „ 

111 

121 

1932. l8t „ ... 

99 

9S 
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of the year the greater part of the agricultural output was pro- 
tected in this way against foreign imports. With the beginning 
of the new year the field to which quotas were applied was 
extended to include manufactured articles, an important part of 
which is now covered by quotas. Instances are quotas on sheet 
steel, cotton yarns and tissues, various classes of tools, implements 
and machinery,* leather, glassware, paper and so on. The 
effectiveness of quotas in reducing imports is illustrated by the 
figures given in Table VIII (p. 317). 

The falling off since the third quarter of 1931 is very marked. 
Comparable figures for Croat Britain arc added. 


7. Pkioes 

The effect of this policy on prices is pei‘ha])s best measured 
by an international compari.son. In the following table Dr. 
Bowley’s comparable index number is given for five countries. 
The base has been changed from 1925 to 1929. 


T.\ble IX 

Comparative Index Numbers of Wliolesak Prices. 

(Froiti London and (Uitnhridfje Kconomic Sendre.) 




U. 

K. 




Year. 

France. 

Sterling?. 

Colli. 

U.S.A. 

Hnl- 

lainl. 

Oer- 

nuuiy. 

1921). Harc'li . 

lOJ 

103 

. _ 

ioi 

lOO 

103 

Juno 

101 

100 

- - 

os 

100 

100 

.Soptojnlu r 

97 

100 


101 

00 

101 

DcM-oriiln'r 

or» 

00 


00 

0.7 

OS 

Slurth . 

01 

S7 


oo 

S7 

01 

'Juno 

so 

Hr* 


S2 

Su 

04 

September 

iSS 

S2 


SI 

7S 

00 

Doconibrr 

1 S3 

77 

; - - 

74 

72 

S4 

1031. .AIrtrch . . 1 

1 S3 

7.7 


71 

71 

S3 

Juno . . , 

SO 

74 


00 

07 

S3 

Soptoniln.T 

7. A 

j 70 


04 

01 

77 

Decern bor . ■ 

72 

7.7 

i77 

04 

.70 

72 

1032. January . ! 

71 

74 

r.2 

02 

no ! 

72 

February . ; 

71 

72 

ul 

01 

n,7 ' 

71 

Marcli . 

72 


r.3 

r>o 

74 

72 

Aj)ril 

71 

71 

U.7 

.70 

.72 

72 

May . 

7i 1 

1 


;7S 

ill 

71 


It will })e seen that in both France and Germany there is a 
growing divergence between the domestic and world prices, 
appearing first in 1930, and now quite considerable. 

In the early part of this year there was a slight rise in French 
prices, quite contrary to the gem^ral direction of world prices. 
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The extent and duration of this rise differ for different indices. 
In any case it seems to have been reversed. 

Table X 

French Prices 

(From Bulletin de la StatiMique gtn^rah de la France.) 


(1913 100.) 


Year. 

Wholesale. 

Retail. 






4r> Articles 
Unweighted. 

Ci 

120 Articles 
Woiglited. 

34 Articles Weighted. 




Baris. 

300 Towns. 

1929 (average) . 

G23 

027 

021 

004 

1930 (average) . 

r>43 


018 

000 

1931 (average) . 

402 

r>02 

009 

599 

1931. .Inly 

400 

noo 

017 


August . 

4.‘i5 

48S 

605 

002 

Septemlur 

437 

473 

590 

— 

October . 

423 

4.17 

577 

— 

Novemlier 

417 

447 

.101 

557 

Jlecember 

1 413 

442 

503 

— 

1932. January 

! 414 

439 

504 

— 

Ki'bruary 

421 

440 

1 501 

543 

Alareh 

427 

444 

i .1.18 


April 

42.1 

! 439 

I 55.1 


Miiy 

421 

43S 

,159 

534 

June 

40S 

; 42.1 

: 554 

1 



The following table gives some indication of the iin])ortance 
of quotas in causing the rise in price early this year. It gives the 
miinlier of goods show ing a sub.stantial rise in jaiee out of ninety 
articles whose prices are available and th(» nuinber of these rises 
whi(di occurred in goods subject to (piotas. 


I'able XL 


Avail/, si, s of Price ChaiajC'S in France, October 1931 to April 1932 


Year. 


Xinn1n*rof 
Artii K s siibjoft 
1 Quotas out 
I of 90 Artiflos 
ConsiilorcHl. 


Niiinbor 
of Rises ill 
l*ri<‘o among 
90 Artu li's. 


Of wliicli 


.\mong 
I looOs. 


Aumng 

Cereals. 


1931. October 

13 

10 


1 

5 

Novembt'r . 

IS 

14 


3 

0 

4 

December . 

19 

10 


.3 

1932. January 

20 

15 

i 

7 

U 


FeViruary . | 

2.1 

27 

i 

5 

0 

March. 

30 

.)•> 

] 

10 

April . 

30 

; 


0 

3 


Cereals are not included among tpiota goods, though there 
is a quota scheme ap])lying to wheat. 

No. 107. — VOL. XLII. ^ 
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It is quite clear that though quotas were not without influence 
in the rise in prices which took place, there must also have been 
other causes at work. In fact, there was a revival of speculative 
sentiment in the early months of this year which showed itself 
in a marked recovery in the prices of ordinary shares, as may 
be seen from the following table. 

Table XII 


Indices of Sjyeculative Activity 

(Fruiii Bulletin de la StatMque gindrale de la France.) 


Year. 

Itwlox of Prices of 

300 Ortlinary Shares. 

IikIcx of Activity 
upon tho lluiirse. 

1931. July 

309 

219 

August . 

304 

15S 

September 

209 

172 

October . 

249 

193 

November 

243 

146 

Docomber 

221 

154 

1932. January 

250 

142 

February 

294 

221 

Marcli 

274 

303 

April 

250 

193 

May 

220 

J56 


I 


It will be remembered that it was in March that bull s})eeu- 
lation in the pound was at its lieight. 

The relative movement of import and (‘xport price in tin* 
last few years calls for comment. xVfter the stabilisation of tlu^ 
franc the terms of trade, or the price of (‘xports divided l)y the 
ju'ice of imports, was less favourable to France than in 1913, in 
spite of a very diireront movement in oth(‘r countries. Th(‘ 
subsequent course is shown in the attached table. 


Table XIII 
Terms of Trade 
loo.) 


Y<'ar. 

France. 

(Jreat Ilrifain. 

192S .... 

931 

119 

1929 .... 

9.-,i 

119 

1930 .... 

106 

135 

1931 .... 

MU 

150 

1932. Ist Qr. . 

J18 

146 


The terms of trade in France show an improvement of 21 per 
cent, in comparison with 1928, compared with an improvement 
of 23 per cent, in this country. 


P. K. Debenham 




THE PORTUGUESE BANK NOTES CASE 


Tjie history of swindles has been enriched in recent years by 
several sensational examples, but by noiui more notable than that 
which led to the case, Banco de Portugal v, Waterlow and Sons, 
Ltd., decided by the House of Lords on the 28th April, 1932. 

Messrs. Waterlow, the well-known printers of bank notes, 
were the victims of a peculiarly audacious conspiracy. They 
held a contract for printing notes for the Bank of Portugal, 
and they were induced to produce notes, which were in all technical 
respects apparently genuine, to the value of about £3,000,000, for 
a gang of forgers. Before the fraud was discovered, notes to the 
amount of over £1,000,000 had actually been put into circulation 
by the conspirators, and Jlessrs. Waterlow had in the cjid to pay 
damages to the amount of £010,000, being the net loss suffered 
by the Bank after setting off the assets recovered from the con- 
spirati)rs. The conspirators included the Portuguese Minister 
at The Hague and the diplomatic rei)resentative of a South 
American State. The negotiations with Messrs. Waterlow were 
carried on through a Dutchman named Marang, who from time 
to time produced forged letters aiul documents i)urporting to 
convey the authority of the Bank of Portugal for what was to be 
done. 

The story j)ut forward was that a loan was to be made to the 
Portuguese Colony of Angola by a syndicate which was to have 
the privilege of issuing notes in Angola. Inquiries which w ould 
have exposed the fraud at once were guarded against by represent- 
ing the whole business as extremely secret, on the ground that 
it W'as opposed by some of the directors of the Bank of Portugal, 
and that the Banco Ultramarino, w'hich already issued notes in 
the Colonies, would raise objection if the project were knowm. 

How were the not(.‘S to be mimbered \ If they were given 
numbers not recorded at the Bank of Portugal as cvxt having 
been issued, the officials of the Bank could hardly fail to discover 
them immediately. Instructions w’ere given to Waterlows that 
the numbers were to be duplicates of those on the last batch of 
notes genuinely ordered by the Bank of Portugal. That w'as 
arranged without arousing the suspicions of Messrs. W aterlow , 
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but it involved the risk of notes with duplicate numbers being 
seen and the fact of forgery being thereby established. 

The printing of tlie notes began early in 1925. They were 
all of the denomination of 500 escudos, or about £5. The first 
consignment, delivered in February and March 1925, consisted of 
200,000 notes, and the second, delivered from August to November 
1925, of 380,000. The two together represented a value of 
200,000,000 escudos. 

The principal difficulty in the way of forgers of currency 
and false coiners has always been the introduction of their product 
into circulation. The conspirators surmounted this obstacle 
by founding a new banlc, the Banco Angola e Metropole, with 
head office at Oporto. That required the permission of the 
Minister of Finance, and at first there w'as a hitch on account of 
the unsatisfactory reputation of some of the promoters. But 
some apparently respectable names w'erc added, and on the 
2r)th June, 1925, permission w^as granted, and the bank was duly 
constituted. 

The appearance of unusual quantities of new oOO-escudo 
notes presently awakened a certain amount of suspicion. But 
the notes of course were to all appearance perfectly gcnuin(\ 
even according to expert tests, and at first the suspicions wen' 
met with reassuring denials. The circumstance that led to 
discovery was that the packets of new^ notes received from the 
Banco Angola c Metropole by a jeweller at Oporto, who bought 
foreign exchange on behalf of the bank, dilTcred from thf)sc 
ordinarily received from the Bank of Portugal in that they were 
not arranged in cons(*cutive numerical order. An ()jK)rto bank 
cashier, who was emi)loyed in his spare time ))V the jcw^ell(‘r, 
noticed this, and communicated his suspicions to the banker fr)r 
whom he worked and the latter informed tin? Bank of Portugal. 

The cashier had also observed tliat the pages in the account 
book on which the transactions in the suspicious notes were 
entered w^rc always torn out. 

The shuffiing of the notes out of numerical order w^as, no 
doubt, an essential precaution to make th(^ dis(‘,()V(Ty of duplicate 
numbers less likely, but it remained itself a cau.se of suspicion. 
In fact, combined with the torn account book, it was regarded 
as sufficient ground for arresting the manager of the BaiKM) 
Angola e M(dropole the next day, the 5th December, 1925, and 
for conducting an investigation of the premises. 

Bundles of new notes were found, some in numerical order 
and some rearranged. Comparison with the genuine notes at 
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the Oporto Branch of the Bank of Portugal revealed four /eases 
of duplicate notes. The fact of forgery was proved, but its 
extent was still unknown. 

The Bank of Portugal took prompt action. The forged notes 
were all 500-escudo notes, with a portrait of Vasco da Gama in 
the design. A notice was issued on Monday the 7th December, 
calling in all the notes of that denomination and design, and offer- 
ing in exchange other notes not open to suspicion. The Government 
sanctioned the exchange being made up to the 2Gth December, 
and by that date very nearly all the suspect notes, both genuine 
and forged, had been withdrawn. 

Among the notes withdrawn, 135,318, with a face value of 
07,659,000 eseudos, were definitely proved to be forged by certain 
small distinctive marks which showed that they had been i>rinted 
from plates which had never been used for genuine notes at all. 
Expert scrutiny subsequently found means of distinguishing even 
those which had been printed from the same plates as genuine 
notes, and the total of forged notes withdrawn was placed at 
209,718 with a face value of 104,859,000 escudos, or £1,092,281, 
at the rate of 96 to the £1. The number seized without ever 
getting into circulation was 363,602, so that 6,680 remained 
unaccounted for. 

The Bank of Portugal sued Messrs. Waterlow’ for damages in 
respect of the redemption of the forged notes. The courts had 
no difficulty in deciding that Messrs. Waterlow' w'cre liable. 
They had committed a l)reach of an implied term of their contract 
and it was not even necessary to prove negligence. But w'hen 
it came to determining the amount of the damages, doubts were 
evinced wdiich w^'re mainly connected wdth the special position 
of a central bank of issue. 

In the first place, was the Bank justified in honouring tJie forged 
notes at all? All the judges agreed that, so long as the Bank 
had no means of distinguishing the forged notes from the genuine, 
they had no alternative but to honour both. It was contended 
on behalf of Messrs. W'aterlow' that the Bank could readily have 
obtained from the linn within a few^ days information enabling 
them to distinguish all those forged notes which had been printed 
from the later plate. The distinctive mark was a small letter 
at the corner of the design, which the Bank cashiers could have 
read with an ordinary magnifying glass. 

Both Mr. Justice Wright in the King's Bench, and the Court 
of Appeal ruled that any of these distinguishable notes that 
had been exchanged after the interval within which the necessary 
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information as to the distinctive marks could have been obtained, 
ought to be excluded from the claim for damages. There was 
some difference of opinion as to the length of the interval, but that 
is a matter of detail. 

The House of Lords decided otherwise. They allowed the 
cost of exchanging all the forged notes up to the 26th December, 
1025, the interval prescribed by the Government for the process, 
and ruled that the relatively negligible amount exchanged after 
that date were honoured as an act of grace by the Bank. (As 
thej^ allowed a part of the assets recovered from the forgers to bo 
set against the notes exchanged after the 26th December, the 
House of Lords in effect allowed even these to be included in the 
claim.) 

The ground for undertaking to exchange the forged notes 
at all was the danger of discredit of the currency and consequent 
panic. That was a matter of public interest on which it was for 
the Government and not for the Bank of Portugal to take the 
responsibility of deciding. Had the public interest not been in 
question, the Bank might have invited holders to deposit their 
500-escudo Vasco da Gama notes for a suitable period in order 
that after scrutiny the genuine ones might be paid and the 
forgeries rejected. There might perhaps have resulted a claim by 
the Bank for damages in respect of its loss of credit and reputation, 
but that is a hypothetical matter which it is not nocessary to 
pursue. The public interest required the complete relief of the 
holders of the forged notes, the Govern incut took the rcs[)onsi- 
bility of authorising the Bank to exchange thorn, and the House 
of Lords accepted the Bank’s plea of the public interest. Since 
the genuine 500-escudo V^’asco da Gama notes constituted one- 
sixth of the entire currently of the country, the consequences 
of distrust (which would probably have spread to the rest of the 
currency) would have been very serious indeed. 

The Portuguese paper currency had boon inconvertible into 
gold ever since 1801. The escudo had fallen from its old parity 
of 45. 6fZ. to 2\fl, Counsel for the defence argued, as Mr. .Fustico 
Wright put it, that the Bank had suffered no loss })0(!anso it had 
simply exchanged pieces of paper which were not convertible 
into gold for other pieces of paper which were also not convertible 
into gold. This contention Mr. Justice Wright would not allow. 
‘‘ In Portugal,” ho said, “ the notes were the currency of the 
country. They would purchase commodities, including gold. 
They cguld buy foreign exchange, including sterling or dollars 
or any currency which was convertible. They could do that 
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because they had behind them the liability of the Bank of 
Portugal.” 

In the higher Courts a minority of the judges took the contrary 
view, and wanted to let off Waterlows with a liability for no 
more than the cost of printing new notes to take the place of those 
withdrawn (estimated at £8,922). 

On one point of princ;iplo Mr. Justi(;o Wright was, I think, 
in error, that is to say, in arguing that the notes “ had behind 
them the liability of the Bank of Portugal.” An inconvertible 
legal tender note is not a liahility of the issuing bank at all, except 
in the sense that for accounting purposes it must be entered 
among the liabilities in the balance sheet. It cannot be “ paid ” 
because it is itself the means of payment. The judges appear to 
have taken for granted that a bank which issues legal tender notes 
is obliged at any rate to go through the form of “ paying ” them 
on demand by handing out one note in exchange for another. 
But 1 venture to doubt whether that is so, either in Portugal or 
in England or anywhere else. If the bank of issue accepts one 
of its notes from a holder, it simply becomes indebted to him for 
the amount, and is thereupon able to discharge the debt with the 
same note. Moreover, the bank of issue is under no general 
legal obligation to receive its o\vn notes at all except in 
payment of dcl)ts due to it, though of course it may be obliged 
by express statutory enactments to pay out new for soiled 
notes, or small denominations for large, for the convenience of 
the public. 

In the case of the Bank of England, notes take the form of 
promises to pay. But that makes no dilTereiice. The notes for 
£l and 10,s. arc legal tender in payments by the Bank, and the 
words “ T promise to jiay ” are merely ornamental so long as that 
is so. They signify nothing more than the aspiration of the Bank 
of England to return to the use of gold coin as hand-to-hand 
currency at some time in the future. The notes of the Bank of 
Portugal (like those of most (Continental banks of issue) contain 
no such formida. 'rhev do not oven pretend to bo debts, but are 
simply money. 

1'here is thus no liability incurred by a bank of issue when it 
issues inconvertible notes. But that has no bearing on the 
question of the loss incurred when it issues notes and does not 
receive value for them. When that occurs, the bank is clearly 
and inevitably so much the worse off. 

If it issues notes to redeem forgeries, it can maintain the assets 
received in exchange for its issues undiminished provided it can 
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increase the total currency in circulation by the requisite amount. 
That is an argument that deserves consideration. The effect of 
the increased issue may be to depreciate the currency. But 
Lord Warrington pointed out in the House of Lords that the 
Bank of Portugal did not attempt to prove that they suffered 
loss directly or indirectly by the increase in the currency and 
the consequent depreciation of its purchasing i)ower, or by 
injury to their credit or interference in their relations with the 
Government. 

Their note issue was limited by law. In 1925 the note issue 
included 1,640,000,000 against advances to the Government at a 
nominal rate of interest, and a “ commercial issue which was 
subject to a maximum limit of 195,630,000 escudos. At the time 
the forgery was discovered the commercial issue amounted to 

64.000. 000. The forged notes had displaced a corresponding 
amount of genuine notes and so encroached on the commercial 
issue. The exchange of notes, which was contrary to law in 
that the good notes wore issued against no backing, made the 
encroachment imnufest. 

The commercial issue was of course the ])rofital)Ie part of tlio 
note issue, and had this encroachment upon it remained unrelieved, 
the loss would have been obvious. But legislation soon followed 
extending the Bank’s power of issue. A decree of 19th »}uly, 1926, 
authorised an issue of 100, 000, 000 esc\i(los to be repaid out of the 
sums to bo received from Waterlows, and a further addition 
of 100,000,000 to the commercial issue. (A further sum of 

125.000. 000 to bo used in colonial development does not seem to 
have constituted an addition either to the advam*cs to the Govern- 
ment or to the note issue.) Thus the Bank was empowered by 
law to issue ])icces of j)aper in exchange for })icces of ])apor. 
Where then was its loss ? 

I do not think this line of argument can be sustained. "I’he 
note issue being limited by law, it cannot be assumed that in 
extending the limit the legislative authority (in this case the 
Government acting by decree) was guided by any other motive 
than the public interest. If the publicj interest dictates the amount 
of the currency, then the jwofits of issue are correspondingly 
limited. Any encroachment on the assets by which the issue is 
backed and from which the profits are derived is a dead loss to the 
issuing authorities. 

It may perhaps be olqected that in the case of Portugal the 
legislative authority avowedly did not determine the extension of 
the note issue according to the })ublic interest. Alongside the more 
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permanent increases was one of 100,000,000 which was expressly 
redeemable out of the damageaf^ to be^ received from Waterlows. 
It was a temporary extension. It was presumably in excess of 
normal requirements, and its inflationary effect would be none the 
less on account of its temporary character. 

But it is in any case a mistake to supj)oso that a bank of ivssue 
necessarily can rei'oup itself for its losses by increasing its issues. 
Apart from any gold and foreign exchange that it may hold, its 
assets are themselves expressed in the national currency unit 
and are subject to the same depreciation as its note issue. Banks 
of issue are not usually allowed to profit by an addition to the 
currency value of their gold holdings through depreciation, and 
it is unlikely that such other real ” values as the bank might 
liold would bo enough to safeguard its private capital against 
depreciation. 

A court of law ma}^ sometimes legitimately j)roceed on the 
assumption that money remains invariable in value. But it 
could hardly adhere to that assumption if it were at the same 
time supposing that the issuing authority was free to increase 
the supply of c urrency at its discretion. 

It is not easy to formulate the monetary policy of Portugal 
with ])recision. Up to 1924 the currency had been raj)idly 
depreciating and the escudo touched its minimum gold vahie of 
2-S cents (U.S.A.) in July 1924. By July 1925 it had recovered 
to 5*1 cents, and at the time of the discovery of the forgeries in 
Dec ember 1925 it liad Ijcen ]^egged at that rate or about 9(5 to £l 
for five months. The pegging was effected by exchange control 
ratlier than by convcnJibility. Nevertheless, the rate prevailing 
in the illicit open market did uoi differ much from the oflicial 
rate. The oflicial rate was modified to 99 to JCl in 1927. In the 
course of 192S the open market rate, after fluctuating rather wildly 
for a shorl time, was stabilised at about 108, the oflicial rate 
becoming merely the rate at u Inc h a certain portion of the foreign 
exchange derived from the cxpcu't trade was rccpiisitioned by the 
(lovernnumt. 

At last, in »)une 1931, the excdiango was stal)ilised by law at 

no to £1. 

Whatever the j)recise signilicance of these measures may 
have been, they at any rate imply a serious ])reocc\ipation with 
the exchange value of the currency and a desire to guard against 
a recrude.sccmce of depreciation. And there is no evidence to 
show that the extension of the issues in 192(5 either was intended 
to allow a further depreciation or actually had that effect. In 
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fact the note issue did not vary materially in the period 1926-7, 
as the following figures show r 


Note Issue, 


(Millions of escudos.) 


Dec. 1924 . 



. 1763 

Dec. 1925 . 



. 1821 

Dec. 1926 



. 1854 

Dec. 1927 . 



. 1867 

Dec. 1928 . 



. 1976 


It was only when a stable free open market rate was attained 
in 1928 that the note issue increased to any material extent. 

The Portuguese authorities were pursuing an eminently sane 
and rational monetarj’^ policy. Their methods may not have been 
above criticism, but any device for compensating the Bank of 
Portugal for its losses by a bit of inflation would have been 
flagrantly inconsistent with that policy. The “ piece of paper ” 
argument was utterly out of place. 

The upshot would seem, therefore, to bo that justice was 
clone. The House of Lords rejecited all the fallacious arguments, 
and arrived at the correct decision. 

If the view of the dissentient judges makes some appeal 
to common-sense, that is perhaps because it is hard on the manu- 
facturer whose scale of financial operations is based on the more 
cost of production of the notes to be exposed by an accident 
to a liability of an entirely dilTerent order of magnitude, arising 
from the face value of the notes. A fraud of this kind is an 
accident. There may bo negligence. But oven if Messrs. 
Waterlow were negligent, that was not part of the case. It was 
not material to their liability for l)roach of contract. Con- 
sequently, the fraud may bo regarded as a mere accident, and 
the question Avas, Avho was to })car the loss ? Was it to be those 
who manufactured the notes or those who used them ? The 
ground for placing it u])on the mamifacturors was that it was they 
whose ])rocautions (whether negligently taken or not) failed to 
prevent the fraud. A manufacturer of explosives assumes a 
certain liability for accidents, and ho cannot pass it on to his 
customers on the ground that they procured him to manufacture 
the dangerous j)roduct. The apparatus for the manufacture of 
l^ank notes has an explosive quality, and whoever undertakes 
the business does so at his peril. 


II. G. Hawtrky 



THE INDIAN INDUSTRIAL WORKER 

Although it is only eighteen months since the Royal Commis- 
sion published its Report on labour conditions in Indian industries, 
it would seem that their work has been almost forgotten both in 
India and in England. Trade depression and the diflicnilt political 
situation afford an excellent excuse for business men, politicians, 
and officials to shelve what must always be a very awkward 
problem. The writer has recently spent some months examining 
conditions in the Calcutta area as adviser to a firm w ith a number 
of jute and paper mills, and in this capacity it was nec'essary to 
make a careful study of such w^ork as is being done in various 
parts of India. It w'as difficult to avoid the impression that the 
improvements which have taken place during the last few years 
are of the most superficial character, and that from some points of 
view the situation is growing definitely wwse. It also seems 
doubtful w hether w^e have a sufficiently intimate know ledge of the 
industrial worker and his needs to frame an adequate polic*y, 
oven if there was the will to take drastic' action. It is extremely 
difficult to get any information on a number of questions, and 
the ]?cj)ort of the Labour Commission contains some doubtful 
generalisations on very scanty evideiK'O. 

Althoiigh India is now* reckoned amongst the eight largest 
industrial countries of the world, at least three-quarters of her 
factory development has taken place during the last tiiirtv years, 
and almost the whole of it during the last half-century, fn 1892 
her textile imhistries employed some 170,000 hands, w hile to-day 
the number w’orking in jute and cotton mills is a little under 
700,000. The one large steel works, at Jamshedpur, was only 
established in 1907. It may also be necessary to remind some 
European readers that the total industrial population of about a 
million is quite insignificant compared with India’s .300 millions, 
being less than a third of the average yearly increase since 1921. 
These tw'O points must bo emphasised, because of their influence 
upon the labour question. Indian textile manufacturers, con- 
centrating on a few' aimj)le products and buying their machinery 
when it was comparatively “ fool-proof,” did not feel it necessary 
to recruit their labour from those classes w’hich might be expected 
to have greater manual dexterity or more intelligence. They 



400 


THE ECONOMIC JOURNAL 


[sept. 


made no attempt to draw upon the hereditary weaving caste. If 
they placed their mills near large centres of population — about 
half of India’s industrial workers are in or near Calcutta and 
Bombay — ^it was because the transport facilities were best at these 
ports. Even when the cotton industry began to spread to other 
cities, like Ahmedabad, Sholapur and Surat, the factory sites 
were chosen without any regard for the industrial population 
which must ultimately settle round them. The owners started 
with such casual labour as they could obtain in the neighbourhood, 
and this was supplemented by landless men and women of a 
rather “ jungly ” type who drifted into the area, Bilaspuris, 
Chamars, etc. When these proved insufficient, the mills employed 
agents to go up country and recruit men and women from the 
villages and smaller towns. A heterogeneous collection drawn 
from the superfluous population of the villages, drifted down to 
Calcutta and Bombay, and settled as best they could in the squalid 
chawls or bustis, which already existed, or which neighbouring 
landlords hastily constructed. It was only at a later stage that 
the mills, still suffering from a shortage of labour, found it paid 
them to build their own lines. 

Most of our present-day evils followed inevitably from this 
casual method of collecting labour. A very few firms, like 
Messrs. Binny at Madras and the Tata Steel Works at Jamshc(]])ur, 
have appreciated their responsibilities and attempted to lay out 
decent lines for their workers and arrange for certain facilities. 
More recenth" the Empress Mills at Nagpur have taken up a largo 
piece of land, and have begun to build a model village. 'Fheso 
are exceptions. TJio overwhelming majority of mill-owners have 
always considered that their labour conditions were satisfactory 
so long as they could fill any vacancies which occurred. They 
were careful about working conditions inside the factory, and on 
the whole tliese compare favourably with those in many parts of 
Europe. Once their workpeofde had left the mill, the mill-owners 
felt that their responsibilities were ended, except that they 
insisted upon any lines which they might have built being kept in a 
sanitary condition. Very few mills keei) record of their 
workers, but there is sufficient evidence to show that the attitude 
of the employers and the uncomfortable conditions under whkdi 
the operatives live are reflected in an extraordinarily rapid turn- 
over of labour. The Angus Jute Mill has probably the best lines 
for its emj)loyecs in the Calcutta area, and it certainly has the best 
medical service, but the labour turn-over is about 12 per cent, per 
month. In some mills in which the writer was interested and 
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instituted the keeping of records, the figures were even higher. 

It is clear that Indian industrial labour has not yet settled down. 

It is still “ casual labour, drifting from mill to mill, but also 
escaping whenever possible from the mill area. 

The Labour Commission, appalled by the squalor of the chawls 
and bustiSy took the view that this migration from the mill area is 
advantageous, and seemed to envisage it as a permanent feature 
in Indian industrial life. The writer was forced to an almost 
exactly opposite opinion. Although it is obviously a good thing 
for the worker to leave the mill area for a holiday, it is impossible 
to institute any real improvements when the workers are not 
settled round their mill or workshop. The iiroblem is not unlike 
that which f{i(*ed the earlier workers in the London dock area. 
They found it iin])ossible to do anything until labour had been 
“ decasualised.’’ The trouble in India is that the average worker 
from up country goes to the mill area in the same spirit as a 
European peasant might serve his term as a conscript. It was the 
unwanted villagers who answered the call of the sardar. The 
younger sons of families too numerous for their few x>atcrnal 
acres. Village servants and craftsmen from areas where work 
was scanty. ^lost cultivators are in debt, and their younger sons, 
leaving their wives and children with their In-olhers, would set off 
to the town with the idea of earning money rapidly, and coming 
home to ])ay off the mortgage, and live happily ever after. The 
mrdar,s naturally jiainted a rosy ])ioture of the case with which 
money could be made. It was also necTssary to find women for 
mill work. Some of the lower castes took tlieir wives with them, 
thereby practically ending their connection w ith the village, but 
the sardars also collected a number of widows and women of 
doubtful position. The motley collection of human beings found 
themselves transported into what was for all practical ])urposes a 
foreign country. I’liey were rol)bed by their mrdari?, and Iiy the 
landlords who gave them a little floor space on wliich to sleep. 
The men settled down to an existence which has all the worst 
features of barrack life w ithout its discipline or cleaidiness. The 
women, about a fifth of the mill population, soon found it necessary 
if they wanted to avoid a life of comjflete promiscuity, to take 
temporary “ j)rotectors ” from amongst the better paid workers. 

Recruiting for the mill areas has now' almost ceased. The 
mills and the engineering works enjoyed an enormous boom after 
the war, and there has been no increase in employment since 
1925-6. There has, however, been a steady rise in the rural 
population, and the mill-hand who returns to his village, is 
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welcome only while he has money to spend. He is seldom wanted 
as a labourer, and the yearly migration is now almost entirely due 
to a desire to see his wife and family, to escape from a dull and 
uncomfortable existence, and in the case of those from agricultural 
families, to ensure that their rights are still recognised. We 
therefore have to-day an industrial population which is almost 
stable, but which is completely disorganised and has all the worst 
features of casual labour. Very few workers look upon their 
bustis as their home, but there is little doubt that each year a 
larger proportion of them have praxjtically dropped their connec- 
tion with their villages, and there are now tliousands of children 
growing up in the mill areas. The recent slump, which is most 
marked in tlie jute area, has also tended to stop migration. 
Workers are more afraid of losing their jobs if they go away, and 
they find it difficult to save enough to take what is really a 
lioliday. 

We seem therefore to have reached a transitional stage in a 
history u liioh reflects very little credit cither on the English or the 
Indian business men. They have collected round their mills 
and worksho])s a population of about a million men and women. 
These were lured into the industrial field through vague promises 
made by the agents of the mill-owners, but for which the latter 
now disclaim any knowledge or responsibility. During a ))criod 
of immense prosj)erity one could count on the fingers of tw o hands 
the firms which have made any serious attempt to gather round 
tlicir factories a steady, settled and decently housed working 
population. It seems almost impo.ssible to persuade employers 
that it would })c a sound investment to spend money and energy 
on such an end. They seem content with the ])rescnt system, 
wiiicii gives tlicm a low^ly paid, but constantly shifting set of mill 
hands. This is especially true of the jute industry, which for two 
generations has been engaged in making two simple products by 
the same methods, and with jiractically the same machinery. 
.Many of the jute mills have repaid their capital ten to tw elve times 
in the form of dividends since the w-ar, but their w orkers are still 
housed in what can only be described as the “ barracks cum 
brothel ” manner, while the standard of wages j)aid during the 
present slump is often far below^ the subsistence lev'el. As a 
result of these conditions the mill population is riddled with dis- 
ease. A conservative estimate for venereal infection would bo 75 
per (-ent. Child mortality is very high, and all those illnesses 
usually associated with bad living conditions are very rife. On 
the Calcutta side there arc large numbers of lepers w'orking in the 
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mills. A single mill, chosen at random for experimental treat- 
ment, produced a hundred cases. 

The writer is convinced that palliative measures, such as those 
which may be roughly described as “ welfare work,” are of very 
little value if undertaken before the main ])roblcms of housing 
and “ decasualisation ” have been properly tackled. So long as 
many workers regard their time at the mill or worksho{) as a pur- 
gatory to be endured before they can esca[)e to their villages, they 
arc hound to remain an easy prey to the unscrupulous employer. 
Until the operatives bring their wives and children and settle near 
the mill, all efforts to increase their self-respect, free them from 
debt, and improve their physical and social conditions are hound to 
be handicapped from the start. A little practical experience in 
trying to institute the simplest of reforms would have persuaded 
the Labour (Commission that they were wrong in giving even a 
Veaguo support to the idea that workers should remain closely 
connected with their villages. Force of circumstances will in the 
end bring about the growth of an urbanised industrial population. 
It already exists to a considerable extent, for the lower castes have 
often brought their wives with them, and there is a high birth-rate 
amongst the unmarried women workers. The slump and the 
large amount of unemployment have also made it difficult for men 
to leave the industrial areas, for “ short time ” makes it difficult 
to save money for the journey. Unfortunately this tendency has 
not yet been appreciated even by the better tyi)e of eini)loyer, and 
the migratory nature of their labour is invariai)ly used as an 
argument against providing j)roper married ({uarters to which 
Moslems and the better caste Hindus would be willing to bring 
their wives. 

The re-housing of Indian labour will Jiavo to be uiiderlaken 
sometime in the next two decades, and each year that passes adds 
to the population which is growing up under the worst of slum 
conditions, and with a fully developeil slum mentality. Perhaps 
the most distressing feature of post-war India are the riots whicJi 
have taken jdace in Bombay, Calcutta, Fawnporc, KShoIapur, and 
other areas with large industrial slum areas. The trouble may 
start from some political or communal fracas, but it rapidly turns 
into systematic looting by gangs. These gangs, grouped naturally 
according to religion or caste, arc formed amongst the floating 
population of under-employed workers, mostly younger men bred 
in the sipialor of hu6lis or chuivls. Slum clearance can only be 
carried out elicc tively by building new villages and towns in which 
the workers, most of whom retain something of the countryman s 
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outlook, will be able to find some of the amenities and atmosphere 
which they need. The essentials are some privacy and seclusion 
for their wives and families, and houses, standing in their own 
plots, whicli are rain-proof and moderately cool. It is also best 
to provide separate washing and lavatory arrangements. That 
this can be done at a mocierate cost has been proved by the 
Empress Mills at Nagpur, and their scheme provides (piarters 
w hich are quite as cheap as some of the solid concrete lines whicii 
w'ere run up after the war. The main difficulties are choosing and 
acquiring of suitable sites, and the ])ro vision of capital. (Govern- 
ment assistance and a new' Land Acquisition Act are needed for 
the first, and a new’ outlook amongst emplojers for the second. 
If the work is to be done pro])erly a vast amount of town [)lanning 
w ill have to be undertaken, and in some cases it would entail the 
moving of factories which are so situated that it is impossil)le for 
their workers to be adequately housed. 

The decasualisation of labour is a much simpler task, and 
is made easier by tjic fact that there is now abundance of labour 
in most of the industrial areas. Several employers in different 
parts of India have already learnt tliat it is worth taking some 
trouble to keep a decent worker tied to your mill, rndcr the old 
system the w’orker came to the mill under the a‘gis of the recruiting 
middleman, who usually got the unfortunate villager still further 
under his pow’er by giving him or her an advance on wages. No 
records were kept of the workers, and there was no real contact 
between the workers and the staff*. A (lovernment Kifle Factory 
W’as one of the first to start a Labour department, and the example 
set by Colonel Lenfestey iias now' been followed by several com- 
mercial firms. Slowly, far too slowly, the evil traditions of the 
recruiting sardar are disap])earing, and the mills have an admirable 
opportunity during the slump to re-organise their methods of 
controlling labour. Once thi.s has been done, and proper records 
kept of all the mill-hands, it is comparatively ca.sy to institute 
other schemes to hel]) the workers, and give them an interest in the 
mill and also a greater feeling of self-resjicct. The writer, for 
example, foiinrl that there was considerable demand for savings 
banks in w hich workers could accumulate a portion of their w ages. 
The possibility of running co-operative societies as a method of 
relieving workers from the ubiipiitous money-lender is discussed 
by the Labour Commissiijn. Experience, however, suggests that 
this is only practical when, as in the case of paper mills, the 
population is more stable and the monthly labour turnover far 
smaller than in most textile mills. 
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It is, unfortun^ely, a weakness even amongst the more 
enlightened employers to prefer to help their workers by direct 
means, such as the provision of educational or other facilities, 
rather than to try to improve their status l)y bettor wages and 
more security. There is “ more to sliow ’’ for the first method, 
and it is also cheaper. Apart from better housing, the most 
crying need would seem to be for a minimum wage, and in- 
surance against sickness and unemployment. Family budgets are 
extremely difficult to draw up accurately in India, but if wo take 
as a subsistence level the bare cost of the simplest food plus 75 per 
cent, it would seem that most of the women workers, and a con- 
siderable proportion of the men, are getting wages below this 
standard. There is little hope for concerted action amongst the 
em])loyers, for some will always be found wlio take the line that 
“ if the workers do not like it, they can go back to their villages.'’ 
This is only ])artly true, even of the higliest paid workers, while the 
majority of female and lowly paid workers have lost all real 
connection with their villages, and if they returned without any 
money would not be accepted into the village system, and would 
certaiidy have no land to cultivate or any claim to sustenance. 
The provision of a minimum wage and of insurance against sick- 
ness and unemj)loy!n(‘nt will have to be forced upon Indian firms 
by (Government action. 

The outlook for the future is not very cheerful. The money 
which should have been spent on improving housing and living 
conditions has been dissi])ato<l in ])aying absurdly high dividends. 
It may be some years before there is another wave of prosperity. 
It is also doubtful whether, even with returning ])rosperity, there 
is any real desire amongst employers to improve conditions, 
^lost of the Europeans are birds of ])assage. and their attitude is 
too often that it will last my time.” The uncertainty of the 
])olitical future makes them loath to spend money in ways which 
do not bring an early return. The Indian owners, with a few 
honourable exce])tions, are content to make ([uick ])rolits. Few 
of them have the idea, of building up a solid family business. 
From the workers themselves there is not likely to come any real 
pressure, either for higher wages or lor better I'onditions. These 
villagers, uprooted from their ordinary surroundings, broken into 
little groups by ditlerences of ilialect, caste or religion, are never 
likely to be a very hoj)cful field for the (‘onscientious trade union 
organiser. If the mill-owners had sought their labour among the 
more highly skilled craftsmen, these might have retained in the 
mills some of the very ancient organisation which has existed for 
No. 107. — VOJ.. XLII. 
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centuries amongst the weavers in cities like Ahmedabad. But the 
mills are full of men like the Kolis, who ar6 a fishing caste, of 
North-country Moslems, and of semi-aboriginal or unclean castes. 
These have no such traditions behind them, and now that there 
is a definite surplus of labour in most industrial areas there is even 
less chance of effective organisation. Also for many years tlie 
formation of bogus trade unions has been an easy method by which 
Indians of the professional classes could win tlicir political spurs, 
and there have been too many occasions since the war when 
strikes have been organised for purely nationalist purposes, and 
the workers al)andoncd when it suited the politicians’ convenience. 

In the end the real incentive for improvement will have to 
come from the Government, and here again it is difficult to be 
optimistic. The impending changes are acting as a blight upon 
the existing authorities, and one wishes at times that the ])arable 
of the Unjust Steward could be read every Sunday at Ilelhi and 
Simla. The future is very uncertain. No one cx])ccts much 
effetdivc labour legislation from the Congress Tarty, which for 
some years has been financed by the Ahmedabad mill-owners, 
and contains a very considerable element of urban landlords and 
money-lenders. One cannot foresee much immediate legislation 
in the nature of drastic land acquisition, minimum wages, or 
control of money-lending. It is liowevcr unwise to dogmatise 
about the patterns which democracy may cause to aj)pear in the 
Indian kaleidoscope. 


(I. T. Gauuatt 



MR. WELLS’S WEALTH OF NATIONS ^ 

It is i)crniissiblc to term Mr. Wells’s book a twentieth-century 
Inquiry into the Nature and Causes of JIunian Wealth. Almost 
certainly a young man could not liavc written it. lie could liave 
furnished, of course, the “facty ” ])art, but Ikj could not rise above 
his facts so confidently, or strike out generalisations which reflect 
so clearly a long experience of life. And the same wisdom of the 
old liand is visible in the irony of Adam Smitli. The mind of 
both is richly stored, and they put fai ts in tludr pro]>er place : 
that is to say, they n^flect incessantly upon the? significance of 
things. Their canons of style, iiulced, an; vastly ditTerent. 
"I’hen^ is between tlieni (‘V(‘n more than the ilifTerencc ])etween 
(jiibbon’s iJccliiif and Fall and the (Uiinhruhjc Mediaeval Ilidory, 
The one is reserv(‘d, he is always within his powers. The other is 
tumultuous and sometimes above himself. Adam Smith works 
with the tin(‘r brush. Kacli perhaj)s,” each ‘‘however” tells. 
But Mr. Wells has a Rabelaisian afiection for strings of nouns 
and verbs. Adam Smith quotes his authorities with meticulous 
care, but Mr. Wells is so impressed with the contents of the 
EncychqnvxUa Britannica that he finds individual authority a 
second best, sometliing suspiciously close to im])ardonablc 
scholarship. 

However, for a treatise on tlie grand .scale both have a unique 
qualification. They are not ]>rofe.s.si()nal ('conomists. TJie one 
is a ])hilosopluT, the other —if he will allow the term — a sociologist. 
'J’hey arc therefore spared the necessity of using jargon. For 
jargon is the certificate of the qualified profe.'^sional -an incubus, 
perhaps, but submitted as proof that the writer is not a quack. 
And neither of them sufiVrs from that artificial horror of history 
which is j)araded in such tiresome fashion by so many theorLsts 
of to-day. They blend history with theory. They do not, indeed, 
go fio far as Weber or Sombart and claim that through general 
history they will reach theory. Rather, they emidoy history 
as background for suggestion and illustration, and as a reinforce- 
ment of their judgments on “ the hang of things.” AVhat they 
offer, in fine, is a survey of economic life, with two insets, a theory 

^ It. G. Wclla : The Wealth ami Jlappimsa of Mankiml. Loiulon : 

William Hoinemonn. 1932. 360 pp. lOvV. ixl. 
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of wealth and a fighting programme. Adam Smith’s fight is for 
freedom in the name of natural justice and for the abolition 
of vested interests; Mr. Wells’s fight is for social control in the 
name of efficiency, and he desires to install the engineer. In the 
reconciliation of programme with theory Mr. Wells hfis the harder 
task. Laissez-faire economics and laissez-faire i)olicy march well 
together. But if Mr. Wells is a free-trader, I really do not see 
why. He hates Chauvinism, but loves controls. Yet quotas and 
buying boards arc a greater threat to freedom of commerce than a 
straightforward protective tariff. Is he then for international 
control ? Ultimately, perhaps, but his ])resent faith in Geneva is 
so very dim that Geneva is altogether inadequate for him, the man 
of action. He seems to feel tliat there is more cliaiiee of lecturing 
the world into internationalism by .such a book as his than of 
taking it into inteinationalism hy organs of international govern- 
ment. lie is, I suggest, at bottoin, less cosm()i)olitan than 
either Castlereagh or Adam Smith. His spectacles are stout 
English, as perhaps one should exj)ect of a scientist who can 
never forget South Kensington. Adam Smith’s classical educa- 
tion precluded insularity sucli as tliis. ^J’hus to him England is 
just one of many colonising powers; behind the culture of 
Western Europe lie the cultures of tlu^ Old World and the East. 
But Mr. Wells jumj)s from pre-history to tlu? latest periodicals in 
the English tongue. 

It is, however, Adam Smith, the cosmopolitan, who views 
wealth as a problem of the nations. The key to his g(‘nius, as 
lovers of his treatise concede, is the 'I’iiird Book, ‘‘ Of the ditfiTcait 
progress of opulence in different nations.” There is nothing like 
it in the work of his successors. It was too subtle for their hard 
minds, too characteristically of the eighteenth ( (‘ntury, as majestic 
and as lacking in utility as a nobleman’s ])ark. I’he equivak'iit 
of this in Mr. Wells’s work is the opening sketch of (H’onomic 
technique. For a history of nations in their march to ()])ulence he 
substitutes a history of sut)stances, from mud huts to steel sky- 
8cra2)ers, from candlelight to electricity. S (‘0 the Gonquering 
ifero comes ! ” — not Caesar or Najmleon, but Watt and Kelvin, 
Edison and Ford : Homo ^Sapiens conquering diatanco and 
clothing and food. 

Because he fears the nations for their Chauvinism, his approach 
to the problem of empire is oblique, lie envisages it as economic 
imperialism, which l)cing interpreted is the exploitation of the 
weaker peoples by buccaneering powers. For einj)ire in a favour- 
able sense he finds no j>lace. Adam Smith’s approach is here 
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richer, as well as more artistic. We pass from Book III, Of the 
Nations, to Book IV, Of the Empire. From his devastating 
account of the cruelties and mismanagement of the colonising 
powers he emerges to a noble plpa for imperial democracy and im- 
perial federation. All this would leave Mr. Wells cold. He is 
more interested in cosmetics and advertisement than in the 
possibilities of Empire. Having trounced Putumayo and the 
Congo, he passes on. 

Oreat men must be allowed their little weakness. Adam 
Smith's is contempt for the joint-stock coin])any, in particular 
tlic privileged trading company of East India. Mr. Wells's is 
abuse of tlic entrepreneur until and unless he leaves liis fortune 
to the endowment of education or researcli. Somehow or other, 
in the cosmogony of Mr. Wells, the entrepreneur evolves from the 
warrior of feudalism; and he ends quite emphatically as the 
financial crook. Mr. AVells involves himself in this sort of thing 
by dividing mankind into three “jiersonas : the peasant, selfish, 
lustful and greedy, who passes by dispossession into the proletariat 
of the towns : the nomad, now an Alexander, now a Captain Kidd 
and now a barrister or a Jay Could, raj^acious scoundrels one and 
all ; and (iiially, the cleric, who flowers into the Civil servant, and 
has his niche in the Hall of Fame, which is the London School of 
Economics. (If we expel the patriot ))y the front door, he creeps 
in, it would seem, by the back.) ifan is but human, be he of 1776 
or 1932. Travesty is a relief to travail. These creators of the 
wagnuin opus must be allowed to run amok once or twice in their 
long career. But u liile Mr, Wells dethrones the entrepreneur, he 
is not what J should term an “ a.^sociationist.’' His grouped flats, 
with service lai<l on, are luxuries of individualism. In this way 
you avoid quarrels with the cook. But on common striving, in 
which the furniture is sccomlarv to the cause, he has little to say. 
Ho finds the trade union reactionary, the co-operative society 
unimaginative and dull, the town councillor bliglited by the essen- 
tial inadequacy of democratic institutions. The group within the 
group, the (^)llcge within the University, the political party 
within ])olitical society, the fellowships of religion and five- 
masonry, of boy scouts and Toe H, appear to leave liim cold. 
Artists and actors are not colonies of life, but stray creatures 
underpaid and looted l)y a ]>rotit-seeking caj)italism, and so this 
twentieth-century socialist almost joins hands with the father of 
laissez-faire, Tlie one is a classic, the other a modern; and 
mcdiajvalism is rej)ugnant to tlieni both. The one sets the indi- 
vidual above the State, the other salvages him by State-planned 
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engineering. There are no half-t<^es, no mysteries for them. 
Adam Smith and Mr. Wells are both unfitted to pronounce on the 
ultimate nature and cause of human happiness. Adam Smith, by 
isolating wealth, recognised his limitations ; Mr. Wells un- 
fortunately incorporates happiness into his title. But from 
cover to cover there is no trace of a quest for that River of Life, 
which Kim and his lama sought on foot through the gorgeous 
inefficiency of teeming India. Mr. Wells could only take stock 
of lamas if they were listed in the exhibits of the Lahore Museum. 

Marshall narrowed the conventional range of economic 
principles by postponing money to a separate volume. Money, 
however, is the economic core. This Adam Smith and Mr. Wells 
recognise, though neither reacli it at a single bite. Mr. Wells has a 
central chapter, which would be the hardest in the book, were it 
not for the fact that the approach is at second-hand. It is intelli- 
gent comment on the subtleties of others in the atmos])her(^ of 
current controversy. Adam Smith separates analysis from 
controversy by a characteristic device. He hides it away in his 
Book I of Principles in an historical digression — the famous 
digression on silver; for here the fundamentals of money can be 
dispassionately examined. What is the best measure of value 
on the evidence) of the eenturies — corn, lai)our or the preeuous 
metals ? And he arrives at no certainty. Then in Book 1 1 he 
describes the apparatus of money and banking; and tinally in 
Book IV enters the arena of controversy with a denuneiation of 
the preposterous im])ortancc assigned to money by the ]\[er<*an- 
tilist doctrine of the Jlalance of Trade, ^fr. Wells is less disc reed. 
In the chapter on money wc have priiuiples (or reference to 
principles) in one paragraph and eonlrovcu’sy in the next. He 
gets, however, in a subsequent chaj)ter a kind of detachment by 
surveying in biography the preposterous accumulations of the 
money-kings, including Hetty Green, America’s miser queen. 

Now it is clear enough where sovereignty resides in the Wealth 
of Nations, It lies with the Invisible Hand, whicli is immanent in 
the automatic operation of a money economy, with its obedient 
acceptance of market price. But Mr. Wells has no intention of 
worshipping a golden cube of 38 feet ; and still l(‘ss of installing 
in authority the strongest of the money kings. Who then will 
rule in his economic dominion ? I fear the answer is the expert 
Civil servant. But is it not of the essence of Civil servants that 
they should have a master? If Westminster must go by the 
board (and of this there is for Mr. Wells no manner of doubt), 
what remains but financial fascism ? Let us take care that in 
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sighing for a Mussolini we do not accept a dictatorship of the 
popular press. Politics, like nature, abhor a vacuum. 

There arc topics in the treatise of Mr. Wells which find no 
place in the Wealth of Nations. One is Women. All that Adam 
Smith has to say is that women’s education is excellent in con- 
sequence of the absence of public institutions. They iiite 
taught what their parents or guardians judge it necessary or 
useful for them to learn ; and they arc taught nothing else.” In 
Adam Smith’s day women were within the economy of the family. 
But to-day they arc partly within and partly without; and, as 
Mr. Wells shrewdly observes, “a large ])art of the increased 
industrial employment of women has nothing to do with the 
unemployment of men : it is a transfer of women from domestic 
to industrial work, because work that was formerly done in the 
home, laundry work, sewing, ])aking, urban lunch and tea service, 
is now suj)])licd oiitsid(‘.” 

A second is leisure. There was no j>roblem of leisure 
for Adam Smith, hccaiiso at that time there was no leisure 
for the mass. The Imhistrial Revolution in its first phase — 
and this alone, Adam Smith knew — quite clearly augmented 
the demand for labour. Scarcity of labour encouraged invention, 
and the machinery thus invented worked its labour to sickness 
and death. Mr. W’ells, writing after nearly two centuries of 
industrialism, has to take stock of a iu‘w and formidable side of it, 
namely technological unemployment and the unwanted leisure it 
entails. Ho is very good here. Man and the monkeys play ; 
and industrial man finds in sport a compensation for the tyranny 
of machine-serving. And so the service of sport is a great modern 
industry, coeval with the man-dislodging e])och of i)ower ])rotluc- 
tion. Here is a phenomenon even more pr(‘posterous than the 
worshi]) of the CJolden thibe. At last our teehnicpie has improved 
so far that it is teehiiieally jH)^sible feu’ millions to play ; and yet, 
because of the way tlu' release has come, it is not a boon, but a 
nightmare. 

Thus far we have said more about dilTerences than about 
similarities. But the final elTort of both embraces the same 
subject; and that subject is Kduoation. A\hy dul Adam Smith 
incorporate in liis final Book A" a long diseusvsion on Institutions for 
the Education of Voutli and Religious Instruction ( Formally, 
of course, because they were, or might be, Expenses of the Sove- 
reign. But that is merely the classical manner. The real 
function of the discussion is to effect a balance with Book 1. 
Book I opens with the economic advantage of the division of 
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labour : Book V corrects its social disadvantages. But there is 
more to it than this. Viewed in tlie large, the W ealth of Nations is 
an appeal from Old Prejudice to New Light. Hitherto bias and 
animosity have regulated the affairs of nations. Now lot Reason 
have her ehance ; and how can reason prevail without education ? 
Along this rope Bentham links with Adam Smith, and Owen with 
Jeremy Bentham. Mr. Wells’s hope is equally high, though he 
makes his approach rather differently. Eugenics cannot save us. 
(In leading up to a solution thatweshould liiul natural in a scientist, 
and then suddenly pulling away, he is quite in the vein of Adam 
Smith.) For “ wc cannot breed to a particular quality, because 
we want a complex of qualities.” “ We must tolerate much that is 
odd and Aveak lost wc lose much that is glorious and divine.” 
(The lama rubs his eyes in Avonderinent ; “My chela shall go to 
school with Sahib Wells.”) Because eugenics can not do it, wo 
must build on education. ^Mr. AVells, as an educator, is so full 
of ideas and devices that wc des])air of inventing a curriculum 
which Avould satisfy him. But at any rate there must bo no 
priests or dons. For priests say, “ Make the sign of the cross and 
you may sin in comparative peace ” ; and dons arc sloppy and 
defensive. (Lord Rutherford and Sir Joseph Thomson arc only 
at Cam])ridgc by mistake, and Mr. KcyiU'S really belongs to 
London.) And at any rate there must be encyclopaedias by thi^ 
yard and museums by the mile. This is Mr. Wells’s way of 
saying that wo must be scientilio and |)rogr(‘ssivc, and c-onceive 
of education as a force at work throughout the whole of life. 
Banded thus in a crusade of enlightt'iiment, the m‘w Avorld of 
science and socialism a\ ill rout the “smart Alecs” around us and 
balance the budget of human ha])j)incss. 

This question may now l)e ])osed. Are wo so satisfied with 
our Principles that we can afford to dismiss as unwanted a new 
aiqu’oach to econf)mics ^ 1 doubt it . To teach Principles to 

))eginncrs is becoming not a st(‘adily easier, but a slca<lily harder 
task. It is harder to-day tlian it was twenty years ago, and 
this peihaj)S for several reasons. In the first [)lac(», a giant 
in the person of Marshall bestrode the academic scene; and 
although he had his lively critics, the Pannans of this country 
and the Davenports of the United States, it w'as the custom to 
teach cconomi(‘s around Marshall, following and extending his 
way, (jr protesting with reasons against it. But we are coining to 
see that ]\rarshall was at the end of a great period ; and however 
valuable his method continues to hi% his background and above 
all the way he tied his analysis to the Victorian virtues make him 
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for us an object of veneration rather than a present guide. In 
the second place, the currency disturbances, issuing from the War, 
have dislodged Principles from their old supremacy. We give to 
the Macmillan Report and the Trmlise on Money many of the hours 
wo once gave to marginalism and consumer’s surplus. It is 
intriguing to think of economic science as having been jerked 
from its peace-time rut by the episodes of the AVar ; and an his- 
torical parallel at once suggests itself. The Pa})er Pound of 
1707 threw up Ricardo and the Bullion Committee. But there 
the parallel ends. For when Cash Payments were resumed, 
there was a resumption also of interest in the old fundamentals, 
in rates and proportions, in the relations between cajiital, wages 
and population, and the like. 

Why was tin's? The explanation, surely, is that the nation 
came through a generation of war with a strengthened faith in 
hilssez-fmre. The country entered the war mainly individualistic, 
and came out of it entirely so; and after 1 8 IT) other nations 
delibenitely incorporated in their stock of thought the political 
economy of Adam Smith. But in 1914 lait<sez~f(fira was waning; 
and if now it is not altogether dead, it is only because we dislike 
even more the stark cruelties of Soviet Russia. Without doubt 
the fundamentals of the capitalist order are (piostioned as they 
have never been before. And if the capitalist order goes, how 
much of our Rrinci[)les goes with it ? It is a mucli more serious 
chalhmge than that of Einstein to Newton. The new physics 
have not discredited Newton ; they merely show that tlie mighty 
genius of Newton did not go the whole way. But shall we lind 
ourselves saying one of tlu'se days. “ Now I sec that Marx was 
right’' ? 1 for one do not think so ; ami yet, when 1 venture to 

commend such things as consuimT's co-operation and the i)ublic 
ow’iiershij) of electric* pow(‘r, 1 lind that the youth despises them — 
sugared capitalism it seems to them. They are as contemptuous 
as Marx, and murmur Russia. 

The thought, therrfore, comes to one that perha[>s economics 
may have to abandon the notion tliat it is a pn)gressive science 
and content itself with iinding a solution for the exigencies of the 
day. It would then become much more like political science 
than it lias been hitherto. It would eomjirise a history of theory, 
which is strictly relative in its truths, and an analysis of institu- 
tion.s of w hich no one is very jiroud. But economists will and 
must resist this ; and one aid to them may be the kind of book 
which IMr. Wells, an amateur economist, has tried to write. For 
Mr. Well^ has laid firm hold of this fundamental truth. \ou 
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want history and theory and fighting faith — all three separately 
and together. You want history, because history enables you 
to see the present in proper perspective; you want theory, 
because there is no alternative to brute force, except the exercise 
of the human reason; and you want a fighting faith, because 
otherwise you will sway helplessly between inaetion and sensation- 
alism, now doing nothing and now doing all too much. And 
when you have harnessed this trinity, you want to make them 
keep step. You w'ant your synthesis. Mr. Wells offers his help 
here ; and it is for us to take it, or to produce something better. 

C. R. Fay 



A NOTE ON THE LONG-TERM RATE OF INTEREST 
IN RELATION TO THE CONVERSION SCHEME 

1. A REJ)UCTTON of tlio loiig-tcrm rate of interest to a low 
level is probably the most necessary of all measures if wo are 
to escape from the slump and setuire a lasting revival of enterprise. 
The successful conversion of the War Loan to a 31 per cent, basis 
is, therefore, a constructive measure of tlio very first importance. 
For it represents a direct attack upon tlie long-term rate, much 
more effective in ])resent circumstances than the indirect attack 
of cheap short-term money, useful and necessary though the 
latter is. 

2. [ndeed the cITect of tlie (‘onversion Scheme on the pre- 

vailing standards of long-term rate of interest, both in Great 
Britain and throughout the world, may be of more far-reaching 
importance than the relief to the burdcti of the National Debt, 
which can be taken iis a symbol of the advantages which bor- 
rowers generally may bo going to obtain. But this will only be 
the case if the otTect of the Gonversion Scheme is not just a flash 
in the pan, ])ro 2 )ped up by newspaper proi)aganda and patriotic 
appeal just long enough for the 'Freasury to attain its immediate 
object, but has mon? or less lasting This is also im- 

portant for the Treasury itself, since the oj)j)ortunities for con- 
version are by no means exhausted by tlio present operation. 
The aim slioiild bo, therefore, to maintain market conditions 
favourable to a falling long-term rate of interest, not only whilst 
the conversion is in ])rogress, but also after it is over. Early this 
year I ventured the oi)ini()n that there was no reason why tlie 
yield of Britisli Government long-term securities should not fall 
to a 3l per cent, basis within tlie year. Idiero is now no reason 
why they should not fall gradually to a miicli knver basis than 
this, and every reason in the world why we should wish them to 
do so. But to achieve this will recpiire the combinaticai of 
doliborato piirjiose with the organised co-operation of the principal 
factors in the market. The following arc notes on some as 2 )ects 
of the situation. 

3. It is im[)ortant that the market sliould be supplied with 
securities of ditTcrent types and maturities in the ]>roportions 
in whi(‘h it prefers them. If a ])articular typo of security, such 
as Government stocks having no lixed date of redemption, arc 
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in over-supply relatively to stocks with a definite maturity 
cither of early or intermediate date, as measured by the relative 
strength of tlic demand for the two types, the former will tend 
to bo a weak market, which will react unfavourably on long- 
term rates of interest generally. 

Paradoxically the rislv of this will arise if the Conversion 
is unduly successfid, so to s])cak, under the influence of propaganda 
and patriotic appeal.* For the old War Loan has been widely 
lield by firms and by individuals as a temporary or only quasi- 
permanent investment for funds which would or miglit be needed 
for other purposes j)erha]>s at a definite, perhaps at an indefinite 
date, in the belief that it combined a high yield with less liability 
to fluctuate in capital value than strictly long-dated securities. 
Such holders may agree to ( onvert, but the now War Loan will 
not suit their purposes c([ually well and they will incline to sell 
it when the first enthusiasm is over, unless they have been suited 
in the meantime with a security of a type more adaj)tcd to their 
purpose. 

T1 is object could be attained by olTering to holders of assented, 
as well as of imasscutcd, War Loan a short-dated bond at a lower 
rate of interest thanJi per cent, some time in the autumn or winter. 
Indeed, a short-term Bond issue would suit the Treasury in two 
ways. In the first ))lace siicli bonds could, since this type of security 
is now in under-supply, 1)0 placed at a rate of ifiterest \\('ll below 
3j per cent. In the second place it would ensure a belter marhot 
for the new War Loan after Pec'omber next, and thus ])avo the 
way for further conversion schemes in due course. Indeed, it 
must always be to the interest of the Treasury to supply the 
heterogeneous rcciuirements of the market with securities of 
diflerent tyjics and maturities in the optimum j)roportions so as 
to minimise the aggregate cost of the National l)ei)t. 

Popular opinion in relation to the Conversion is, as 1 inter])rot 
it, a peculiar combination such as coidd only exist, jierhaps, 
in this country, of a keen desire to make the scheme an over- 
whelming success, both by personal and by communal action, 
with an unspoken conviction or at least a suspicion that the 
whole thing is in truth a bit of bluff which a fortunate conjunction 
of circumstances is enabling us to put over ourselves and one 
another, and that the new War Loan may be ex[)cctcd to fall 
to a discount in due course. 


* Sirif^o Iho abovo was writt(»n figurcj.s have ])con published showing ft very 
remarkable degroo of Hueecss, and tho resulting ovor-Bupply has in fact shown 
itself in some weakness in the price of tho stock. 
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I am not sure that the authorities themselves are entirely 
free from an idea of this kind. Nevertheless I plead for a policy 
based on the opposite hypothesis. For I am convinced that the 
Conversion Scheme is anything but a bluff. A great reduction 
in the long-term rate of interest corresponds i)rofoundly to the 
character and, indeed, to the necessities of the underlying facts, 
and it may even be a necessary condition of the survival of the 
existing financial structure of society. Nor is there anything in 
the attendant circumstances whicli need i)revcnt our achieving 
it. But it will not Iiai)j)en by itself and must be jjursued with 
delibenite purpose. For there is a large conv'cntional or psycho- 
logical clement in the market rate of inten^st which needs firm 
and skilful management. The first error to avoid, therefore, 
is the j)rcmature ovcr-su])])ly of a 2)arliciila]* type of security. 

4. '.riic second danger arises in (piite a dilfcrent way. It lies 
in the very great dis])arily, which has come into existence since 
the Fnnvei'sion Scheme was broached, between yields on sterling 
securities quoted in London and yields on comparable securities 
elsewhere, especially in the rnited States. 

In view of this, the Conversion Scheme would certainly have 
been impracticable in the form it has actually taken if we had 
remained on the gold standard. For it is the vice, as well as 
the virtue, of the gold standard that it links the money markets 
of the world rigidly together and is a preventative of individual 
action. The power of one centre, vwu of London, to move ahead 
of the rest was narrowly limited by it, and, if the gold standard 
were still functioning, we should have had to accommodate 
ourselves to the common worhl denominator of intelligence, 
ca|)acity, courage and ])ublic spirit. Moreover the power of 
independent action, which we gained when we freeil our currency 
from a common international unit, has been reinforced in the 
actual circiiinstances of the moment l>y the extreme distrust 
towards the United States which was felt until (piite lately, and 
is .still fell to-day though not ipiite so strongly, by most investors 
and linancial institutions. And these considerations do not 
apj)ly to the United States alone. 'Idiere are few quarters of the 
world where, for the time being, the British investor is ])repared 
to venture new funds cxcejit with the temptation of a much higher 
yield of interest than lie can obtain at home. 

Thus to a certain extent the London inve.stment market can 
function as a closed system and move under local influences in 
its own orbit. Even so, however, I should surmise that the 
existing disjmrity of yields cannot long persi.st without putting 



418 


^IIE ECONOMIC JOURNAL 


[sept. 

a great strain on the sterling exchange by stimulating a steady 
trickle of funds, if not a flood, to foreign markets. Since the 
extent of the disparity has not yet been realised except by the 
professional investor, the argument may bo illustrated by a few 
examples of the quotations ruling on or about July 20 

(i) Commonwealth of Australia sterling 5 per cents, are 
selling in London at about 102. A similar dollar f) per 
cent. War Loan is soiling in New York at about 72, and 
oven this price is the result of heavy buying from this 
side. Argentine sterling 5 per cents, are selling in London 
at about 04, whilst dollar 0 per cents, (of slightly longer 
maturity) are at about 42 in New York. Hungarian 
(League of Nations) sterling 7J ])er cents, fetch 48, 
whilst the identical dollar loan stands at 28. I udeod over 
a wide field foreign bonds to-day are jniced, for a given 
yield and sccuritv, anything up to nO ])er cent, higher 
in Jjondon than in New York. Nor do exchange calcu- 
lations enter directly into the above com]){irisons, since 
1 am comparing securities of which both capital and 
interest are payable in sterling with similar secnritic.s 
of which both cai)ital and interest are jKiyable in 
dollars. 8ucli wide disparities have never existed 
before, and it is unlikely that they can last. Hut 
meanwhile the whole burden of new borrowing, if and 
when there is any, will fall on Ijondo!i, whilst aj)art 
from new loans, there will be a steady stream of l)uying 
from London on the New York market. It would 
be imprudent not to expect this. 

(ii) The above samples relate to fona’gn (lovernnuMit loans. 
Hut much the same thing is true of well secured in- 
du.strial and Jhiblic Utility tixed interest securities 
in Ureat Britain and the United States res])ectively, 
as is shown in tlie following tables : — 

Inknsl YieMs hi U.S.A . ^ 

20 Ttigh-grado | CO* 

IriduHtriiil Proferred Stocks. , Itq)r(?.s»‘ntativo Bond.s. 

I 4'4r) 

8-52 7-03 

8-2.3 I 0-48 

7-00 j O-OC 

' Tukoii from Slandurd StatiHlics, 

* 15 Miuiicipul, 15 Industrial, 15 Uailroods and 15 Public Utility. 


June 1931 . 

June 1932 . 
July 20, 1932 
Aug. 3, 1932. 
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Interest Yields in Great Britain. ^ 



British 

Govt. 

Homo 

Corpora- 

tions. 

45 

Roprosentativo 

Dobentures. 

90 

Roprosentativo 

Proforonoo 

Shares. 

53 

Dominion 

Bonds. 

Juno 30, 1931 . 

416 

4-43 

5-72 

0-43 

5-20 

Doc. 29, 1931 . 

4-85 

501 

618 

6-75 

018 

Juno 28, 1932 . 

3-92 

416 

506 

6-42 

500 

July 26, 1932 . 

3-67 

303 

4-89 

5-16 

4-30 


' Taken from the Actuaries* Investment Index. 

* One each from Australia, Canada, India, Now Zealand and Soutli Africa. 


On reasonably well se(‘ni*c(l American preferred 
sliarcs, not of the first class, it is easy lo find yields of 8 
to 10 ])cr cent. And to take an avera(j:e from the figures 
tabulated l)y Standard Statistics, excluding those 
wliich had sus[)endcd payment aiul those (not a few) 
which had a yield of more than 30 per cent, (as repre- 
senting those which were expected to sus])end ])ay- 
mont ])eforo long), the 48 preferred stocks of injblic 
utility concerns had an average yield on July 22 of 
12-5 ])er cent., whilst the average yield on 142 pre- 
ferred stocks of all classes was 11*4 per cent. 

On tlie whole, it would not be an over-statement 
to say that, whereas a year ago the rates on fixed 
interest securities were 30 per cent, higlier in Great 
Jb’itain than in the Vnited States, the ]K)sition at the 
end of this July was reverseil, yields in the I’nited 
States btiing fully 30 per cent, higher tlian in (beat 
Britain. It is not to be cxjKvted that the distrust of 
the American situation and the risk of fluctuations in 
tlie exchange will prevent a steady stream of British 
])urchases in America to take advantage of this unusual 
discrepancy. 

(iii) Finally, there is the relative change here as compared 
with such countries as France ami Holland which can 
be summed up in the following table ; — 



Groat Britain. 

Franco. j 

itolland. 


3 piT coat. 

3 }>or font, j 

3 por oont. 


Local Loans. 

Rontos. 1 

(1S9S.) 

July 1931 .... 

061 

87 1 

801 

July 1032 .... 

86 

76J 1 

751 
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In short, the rate of interest in Great Britain is, for the moment, 
widely out of line with what it is in the rest of the world. I 
call attention to these facts, in order that wo may not bo taken 
by surprise if wo begin to ex 2 )erionce their consequences, but 
not in order that wo should bo too mucli afraid of tliom or of the 
inevitable process of relative readjustment. For it is we, in this 
case, who are talking and acting sense, and the others who are 
talking and acting nonsense ; and that will tell in our favour in 
the long run. W'e cannot oxj)ect to function as a closed system 
except within limits set by the risk of exchange fluctuations and 
our distrust of financial conditions elsewhere. We must hoi)C, 
therefore, to infect others by our example, and perhaps even to 
siqqdy the first impetus to recover}'^ by our purchases in their 
markets. There is already talk of conversion schemes in Paris 
long overdue and held back hitherto by weak concessions to 
])olitics. It will not take much to bring about a reversal of 
sentiment in the United States. For the moment their markets 
are dominated by insane gambling to get in at tlio bottom, just 
as they were dominated in the boom by insane gambling to get 
out only at the top. If one is otTered for the price of SUh 
it may be foolish to refuse ; but it may not seem so. if the §2(» 
is on offer at SS a w'eek later. Yet positions of this kind— games 
of musical chairs in which all the players but one will in the end 
fail to get a seat — w’hich are not based, and do not even ])rcten(l 
to be based, on intrinsic values and long views, change suddenly. 
It may be that London, if she is sane, j)rudent and bold, will 
initiate the change. But for this we must stick to our policy and 
be prepared if necessary, to sit quietly through a jioriod of exchange 
weakness wJiich may well be calculated to make ns nervous, 
without seeking to redrc.ss the situation by any dollatioiiaiy 
measures whatever. 

Since tlie above j)aragrapli was written (namely, July 20), 
there arc abundant indications that the change in tlio United 
States has actually (‘OTiimenced. T do not so much refer to the 
fact, though it is truly remarkable, that the pa])er value of all 
the railways and i)ublic utilities, after having fallen to one tenth 
of what it had been two years previously, has then 2 )rocccdcd to 
double itself within five wcoks.^ For this is no more than a 

^ As u ouriosity, I rrprodiu*!) bolow tlio Dow-Jonos Tndox of Stuck Ib’iccs ; 
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vivid illustration of tho disadvantages of running a country’s 
development and enterprise as a bye-product of a Casino. I 
refer, ratheri to the indications of a reversal of tho upward trend 
of the long-term rate of interest as shown by a rise of 10 per cent, 
in the index-number of Bonds between July 8 and August 19, 1 932. 

5. If the change in the rate of interest is to be lasting, there 
are many adjustments still to take place. We have seen that 
securities of all kinds, quoted on tlie Stock Excliange, have re- 
sponded with extraordinary sensitiveness. Indeed, it Avould 
seem in some cases that they have over-responded. But there 
are still large areas where the readju.stmcnt has scarcely begun — 
in particular the real estate market, mortgages, and house rents. 
Bank charges and Building Society charges, and, on the other hand, 
the rates allowed on deposits by the Post Oflice, the Banks, Build- 
ing Societies, Municii)al Authorities and Savings Institutions are 
another field where adju.stment to the new facts lags behind. All 
j)o.ssible readjustments in these directions are, however, of extreme 
importance for the revival of constructive enterprise. In par- 
tiendar, it might be well if the Banks, the Building Societies and 
the Post OHice Savings Bank would confer together with a view to 
reducing the rates allowed on all nt w deposits (or re-de])osits) to 
figures (say) one-third below the ])resent figures, M’hich would 
allow corresponding al)atements for charges on new advances. 

The ])osition of the Banks (the Big Five) presents a dillicult 
jmictical problem. Since the War they have incurred expen.ses, 
j)artly through generosity to their employees, partly througli 
ostentation and partly through excessive competition for new 
business, which assume the ])ermanence of relatively dear money. 
It is said that their expen.ses now amount to somewhere in the 
neighhourhood of 2 ])er eent. of their total deposit.s. .AForeover, 
there are many old-standing arrangements for allowing 21 per 
eent. on deposits which they arc loth to disturb and which it 
might be unfair to disturb in view of tlie dejm.sitors having ac- 
cepted this rate all tlirougli the dear money jK'riod. Thus with 
’ITcasiiry bills yieUling .1 per eent. and loans to the Money Market 
round I ])er cent., the Banks are ilependent on earning a high 
rate on their advam*es if they are to cover their expenses. Tlie 
practical result is that, by obstinately maintaining their charges on 
advninecs at 5 ])er cent, except to strong or favoured customers or 
those who threaten to go el.sewhere, the banks are something of 
an obstruction to a decline in the rate of intero.st to certain 
types of borrowers: and it is ditlieult to see the way out. In 
the same way in tholbiited Stales the fear of the Member Banks 
No. 107. — VOL. XLII. 
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lest they should be unable to cover their expenses is an obstacle 
to the adoption of a whole-hearted cheap money policy. 

The Building Societies, on the other hand, are beginning to 
act. They have already reduced the rates which they allow on 
new deposits, and there are signs of a movement to reduce the 
rates charged on new mortgage loans. For example, the Halifax 
Building Society, wliich is one of the most important in the 
country, has already reduced its charges on new mortgage loans 
by ^ per cent. The funds administered by the Building Societies 
are now so enormous that this is a movomeiit of the very first 
importance. We do not always remember the gigantic growth of 
these institutions since the war; — llieir new advances on mort- 
gage were about £90,000,000 in each of the 3 'cars 19.‘10 and 1931, 
as compared with £9,000,000 in 1913 and no more than £25,000,000 
even in 1920. Indeed the amount of new investment within this 
country, otherwise than through the Building Societies and j)ublie 
or semi-public Authorities and Boards, is now so paltry as to 
have but little effect on the total. If the rates generally charged 
by Building Societies could be brought down from their present level 
o£ 5.1 to 0 per cent, to (say) 4 to 4| per cent., this would amount 
to a reduction of some 25 per cent, in the cost of house-room for 
a section of the population, the elasticity of whose demand for 
house-room is probably considerable. 1 (jan conceive of few 
things more Jielpful to a recovery than this would bo. 

C. If Ave agree that the main object and advantage of a re- 
duction in the long-term rate of interest is tlio a.ssistance and 
stimulation of new enterprise, we mu.st be careful not to sacrifice 
the end to the means. For a low rate of interest which was 
only maintained ])y restraining new enterjuise, would be the 
most futile and disa.strous way in which we could oc(Uij)y ourselves. 
The market rate of interest dej)ends much more on the j)sychology 
of the lender and on the behaviour of the baidving system, than 
on the volume of new enterprise; and there is no necessary 
reason why the continued maintenance of low interest rates 
should not be compatil)Ie with a marked revival of new borrowing. 

It is most desirable, therefore, to re-open the new issue 
market in Lomhjn w hich is still elo.sed to all new borrowers by 
the ban of the Treasury, as soon as po.ssible. Indeed the ban is 
unusually strict, applying even to refunding operations and to 
companies seeking to raise funds for expansion from their own 
shareholders. A reversal of this state of affairs is called for 
urgently, and the Treasury, having tasted blood, must not get 
into the state of mind of wanting to make the slump permanent 
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in the interest of yet further Conversion Schemes. At the same 
time I hope that we shall not return to cjompletc laissez-faire 
in overseaii lending. Another measure, depending upon the 
Treasury, which is urgently called for is a reduction in the 
rate for new loans charged by the Locjal Loans Commissioners 
to Local Authorities to a level which corresponds to the new 
price of Local Loans Stock. A fall of between a quarter and a 
third in the interest cost is the equivalent of about five shillings 
in the weekly rental of houses let at .£1 a week. This means 
that even if there w’cre to bo some rediiction in the subsidy, 
houses could bo built to let at an appreciably lower rental than 
hitherto. Unfortunately the Alinistry of Health is still issuing 
circulars to Local Authorities to discourage them from capital 
developments. The real obstacle here is, I think, that the 
minds of most people are still riddled with tlie fallac}' that the 
volume of investment and the rate of interest are maintained 
at the riglit ligures by some absolutely reliable automatic 
mechanism. It is ))elicve(l that what wo decide is always the 
direction of investment and never the volume of investment, so 
that to encourage investment in one direction is always 'to 
divert it from some otlier direction. If only this deep-seated 
habit of thouglit could be eradicated ! 

7. One elfoct of tlio Conversion Scheme has been to bring the 
stocks of the Dominions to a level at which they can again borrow 
without discredit or overburdening themselves, as shown in the 
above table (}). 419). If such loans can be lloated, we shall 
have taken a step forward Unvards \\<)rld recovery. I believe 
that wo should use our available surplus for overseas lending 
more fruitfully if we were to direct it to the Dominions and (Iiina 
and, pcrhaj)S, South America, than to tlie distressed countries 
of Kuro])e, as we shall doubtle.<s bo pressed to do at the 
forthcoming World Kconomic ('miference. For a given sum 
advanced in the former directions might do more for inter- 
national trade than if it goes into the latter channels. Professor 
llelshaw of Xew Zealand has suggested to mo in correspondence 
that there should be floated an Fiinpiro Reconstruction Loan of 
(say) £109,900,01)1), each of the Dominions guaranteeing some- 
what more than its (piota and (Ireat Rritain also guaranteeing 
an amount of the interest and sinking fund not exceeding a certain 
proportion, so tliat the loan woulil be quite safe unless more 
than (say) a third of the borrowers were to default. Projects 

of this kind deserve serious consideration. »l. M. Ke\nes 


F F 2 



REVIEWS 


An Essay on the Significance of Economic Science. By Lionel 
Robbins. (Pj). xii -|- 141. Macmillan. 7s. 6d.) 

A TEACHER who tries to restrain what appear to him to be 
tlie vagaries of his old ])upils when they have already reached 
the early stages of maturity and of the acquisition of reputation 
runs great risk of y)rcsonting a spectacle like that of the heroic 
hen which plunged into the Clierwell to rescue ducklings which she 
had fostered. Yet I cannot refrain from putting forward some 
defence of the conception of economics as the science of wealth 
(explained as the more material side of welfare) against Professor 
Robbins’ “ Science which studies human behaviour as a relation- 
ship between ends and scarce means which have alternative 
uses” (p. 15). Instead of regarding “the economic system” 
(I do not think he means that there is only one economic system) 
as a “ gigantic machine ” for securing material welfare, and trying 
to explain this machine and its working, Professor Robbins thinks 
the economist should regard the economic system “ as a series 
of interdependent but conceptually discrete relationships between 
men and economic goods,” and should ‘‘ ask under what con- 
ditions these relationships are constant, and what arc the effects 
of changes in cither tlie ends or the means between which they 
mediate ” (pp. 07-8). 

But can it be denied that the economic system or any economics 
system covering a large j)art of the world is a “ gigantic machine ” '? 
That is just what it is, and the l)usiness of the economist is to 
explain its structure and working. Moreover no one will com- 
plain if the economist suggests real improvements in it. Professor 
Robbins, like many other economists, seems to try to ignore the 
machine when he says “ it is clearly necessaiy to assume a social 
order within which the valuations based upon it may show them- 
selves in tendencies to action,” and “ wo assume a legal frame- 
work of economic activity ” (p. 93). Considering the enormous 
changes to which this framework — the structure of the gigantic 
machine — is subject, we have no right to make any such assumj)- 
tion. A good example of the misleading character of the assump- 
tion is furnished in Professor Robbins’ own account of what 
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happened when the Armistice was signed on November 11, 1918. 
Ho says that at 10.55 masses of military material were wealth 
and productive power,” and “ at 11.5 had become ‘ not wealth,’ 
an embarrassment, a source of social waste ” (p. 47). Ko long 
as the guns of the belligerent nations were Ijclching fortli death 
and destruction, they were wealth and productive power; when 
they were silenced and became useful scrap, they were an em- 
barrassment, a source of social waste ! Professor llobbins is led 
to this bizarre conclusion because he attributes the “ sea change ” 
{alias the loss of value) of the military material to the collapse of 
demand for it without noticing that this collapse was entirely 
due to the restor«ation of a part of the usual “ social order,” 
namely, peace between nations, which had l)ccn suspended since 
August 1914. For more than four years the working of the 
“ gigantic machine ” had been, in consequence of the susi)ension, 
very bad. 

Professor llobbins will not alloiv us to say the War was bad 
from an economic })oint of view. If one or both of the belligerents 
(he docs not make it clear whether one or both) decides (whether 
rightly or wrongly, he does not say) that “ the anticipated result 
is worth the sacrifice,” then there can be no economic objection. 
On the same princijilc I suppose he would see no economic objec- 
tion to owners burning their property, if, ‘‘ having regard to all 
the issues and all the sacrifices involved,” they think it worth 
while to try to cheat the fire-insurance company. There are 
no economic ends. There are only economical and uneconomical 
ways of achieving given ends. We cannot say that the ])ursuit 
of given ends is uneconomical because the ends arc uneconomical ; 
we can only say it is uneconomical if the ends arc pursued with 
an unnecessary expenditure of means ” (p. 129). Get on with 
your fraudulent arson, but mind you don't use more matclics 
than arc necessary ! 

I do not know how to reconcile the admitted existence of 
“ the economic system ” in its jwesent form with the non-existence 
of economic ends. However tho first beginnings of the system 
arose, mankind has modified it from time to time through the 
ages with the intention of making it -this gigantic machine — 
do its work better, and there has been very little doubt about 
the meaning of doing it better. When peojile ask the jirofessor 
whether siicJi and sucli a change will be good or bad, they will 
only find him tiresome if he pretends that he knows nothing of 
good and bad ends in economic matters and can only talk about 
the cheapness or dearness of different ways of attaining a given 
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end. They will say, “You know perfectly well that what we 
want from you is to be told whether this proposed change will 
make us and our children better off. For goodness sake give us 
a reasoned reply without beating about the bush and quoting 
dozens of foreign economists 'whom we shall never read.” 

Benefactors endow Chairs of Economics, audiences listen to 
economic lectures, purchasers buy economic books, because they 
think that understanding economics will make j)cople better off. 
Is it really necessary for professors of economics to destroy this 
demand for economic teaching by alleging that they do not know 
what- “ better off ” means ? 

For that isw^hat Professor Robbins’ attack on the more material 
side of 'welfare as the subjo(;t of economics really comes to. 
“ Material welfare ” is the clumsy attempt of the economist to 
express the common and useful eoncc])tion of economics in his 
own stilted official language. Professor Robbins rather per- 
versely speaks as if the material-welfare theorist drew the line 
between material welfare and other welfare very much further 
to the left — ^much nearer, that is, to the grossest animal neces- 
saries of life — than anyone now thinks of doing. The material- 
welfare theorist is not a physiocrat, but ventures to agree w ith the 
ordinary modern view' th«at we do get outside economic goods 
when w'C come to such non-material things as the consolations of 
religion and the joys and sorrows of acquiring and losing spouses 
and children. Professor Robbins represents him as thinking he 
is getting outside in a circus or a concert room, regardless of the 
fact that the very l)Ook which bears the brunt of his criticism 
expressly includes “ concerts ” on the material side after “ food, 
clothing, shelter, pictures.” 

I fail to find much force in what he considers the most 
“ criiwshing objection ” to the matcrial-w'elfaro view. Ho says 
that if w’O think of welfare as having a material and another side, 
w'O still liavo to divide our activity botw'con the tw'o sides (p. 11). 
That is perfectly true. We may have, for example, to decide 
whether to refuse to work overtime when an urgent order has 
suddenly come in and thereby offend our employer find damage 
our industrial prospects, or break an appointment wdth the young 
woman we are courting and damage our matrimonifil prospects. 
Professor Robbins concludes that “ one of the main problems of 
the Theory of Production lies half outside ” the material-welfare 
definition of economics. I should say that such decisions are 
not problems of Production but i)roblems of Life, find that if 
they lie half outside the material-welfare definition of economics, 
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that is just about where they ought to lie. They are partly 
outside and partly inside economies. 

Edwin Cannan 


Capital Imports and the Terms of Trade, examined in the light of 
sixty years of Australian borrowings. By Roland Wilson. 
(Melbourne University Press in association with Macmillan 
& Co. 1031. Pp. viii + 111.) 

Dr. Wilson’s book may be divided into three j)arts : an 
estimate of Australia’s borrowings over a sixty-year period 
(1871-1030), an essay in the theory of international capital move- 
ments, and an attempt to verify the theoretical conclusions witli 
the aid of the Australian figures. 

The first task is carried out with the care and subtlety tliat one 
would expect in a pupil of Professor Vincr’s. The main attack is 
by the indirect method ; a comparison is subsequently made with 
the direct figures availalde since 1903, namely the volume of the 
overseas public debt and the movements in banking balances. 
The cumulative total reached by the indirect method for the years 
1903-1030 is £415,237,000, while the amo\int of public debt 
raised overseas in those years was £421,217,000. Dr. Wilson is 
not unduly inqnessed by the close approxinuition of these figures ; 
there are greater discrepancies for sections of the ])criod than for 
the whole. Dr. AVilson througliout lays stress on the tentative 
character of tlie estimates. This section is a notable contribution 
to the statisti(*al study of international ])ayments; it should 
stimulate otliers to labour in the same field and public authorities 
to collect fuller records of current events, so that future economists 
may have better data to assist them, in their attack on this 
iinjiortant branch of theory. 

Dr. Wilson’s theoretical essay is extremely interesting and 
suggestive, both foi- Jiis criticism of the orthodox analysis and for 
his own method of attacldng the ])roblem. An atmosphere of 
sticpticism about the ])ossibility of obtaining positive results 
pervades his discussion ; but Dr. Wilson claims to have established 
one definite conclusion, and it may be well to concentrate atten- 
tion on this. It is ditllcult to assess its value ac*curately, as the 
treatment is skctcdiy and not exhaustive. Dr. Wilson may have 
felt that a more lengthy tlieoretical investigation would have 
destroyed the balance of his book. At the same time, since he 
has original ideas to contribute to the subject, it is to bo hoped 
hat he will work them out fully and reach a stage in wdiich the 



428 


THE ECONOMIC JOURNAL 


[sept. 

conclusions can be stated in a final and cogent form. He observes 
in the preface that “ the present slender volume may bo regarded 
by the pessimistic, therefore, as a promise of more to come.” 
Inverting his sense slightly, for “ pessimistic ” we may substitute 
“ optimistic.” 

Dr. Wilson is concerned to challenge the traditional view that 
a loan from country X to country Y necessarily makes the terms 
of interchange less favourable to X. His own conclusion is that, 
as between X’s exports and Y’s exports, that class of goods will he 
higher rdativdy to the other , far which Y has the greater relative 
demand as compared with X. Consequently, if the ratio of Y's 
demand for the class of X ex2)ort goods to her demand for the 
class of Y export goods exceeds the ratio of X*s demand for the 
class of X export goods to X’s demand for the class of Y export 
goods, the terms of trade will actually move in favour of X, the 
lending country. In other words, the shift in demand, associated 
with the shift in purchasing power due to the loan, may enhance 
the total demand for the lending country’s export goods relatively 
to the total demand for the borrowing country’s export goods, 
and so cause a rise in the price level of the lending country’s 
export goods relatively to that of her import goods. (The two 
countries are here, as in the traditional analysis, considered in 
isolation.) Of course the i*onditions of demand may be the op- 
posite of these, and in that ease the terms of trade will move 
against the lending country. Either of the conditions is held to 
be as probable as the other. Dr. Wilson’s introduction of a 
consideration of the demand for both classes of commodities in 
both countries is without doubt of first-rate importance. He is 
well justified in criticising the usual treatment of the subject for 
this omission. 

In order to reach his conclusion. Dr. Wilson 2)rocecds by way 
of four examples. In examples I-III he assumes that neither 
country spends any of its income on domestic (non-tradable) 
commodities; income in each country is divided between the 
class of goods exported by X and the class of goods exported by 
Y. In the fourth example the domestic goods arc introduced. 
Dr. Wilson’s conclusion appears to be valid so long as domestic 
goods are not introduced, and this is in itself an interesting fact. 
But when account is taken of domestic goods, the traditional 
analysis, as I shall endeavour to show, must come into its own 
again. 

The matter is of such fundamental importance that I propose 
to give two of Dr. Wilson’s examples (HI and IV). 
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Example ill 

X*8 Domaml. Y’s Deinfind. 

X export goods . . 6“* 7'’ 

Domestic goods . . 0“® 0*0 

Y export goods . . 

The large figures show the proportions in which demand is 
divided in each country between the three classes of goods before 
the loan occurs. Since X exports are taken to be ecpial to Y 
exports initially, 3 units in the X column are equal to 7 units in 
the Y column (large). The small figures stand for the increase 
(and loss) of demand in each country due to the loan. The value 
of goods represented by the small units is the same in each 
country. It is supposed that the distribution of the gain (or 
loss) in purchasing power among the classes, prior to any price 
shift, which I shall call the primary distribution, is in the same 
proportions as the distribution of the main income. Now it 
must be observed that in this example there is a net increase 
(+1, small) in the total demand for X goods, and a net decrease 
(—1, small) in the total demand for Y goods. Furthermore, X 
exports 7 additional units (small) and imports 3 less (small) ; a 
favourable balance of 10 units (small) is thus generated. This 
exceeds the value of the loan, which consists of 9 units (small). 
Thus X export goods tend to ri.se relatively to Y export goods 
and the terms of trade become more favourable to the lending 
country. This price shift wdll proceed until the favourable 
balance is reduced to the dimensions of the loan. 

The intere.sting point revealed })v this method of analysis is 
that, so long as the domestic goods figures arc zero, if the shift of 
demand due to the loan produces a rise in the total demand for 
X exports relative to that for Y exj)orts, it jnust also produce a 
favourable balance in excess of the loan ; and if tlie shift of de- 
mand produces a rise in the total demand for Y exports relative 
to that for X ex])orts, it mud also produce a favourable balance 
that is less than the loan. Dr. Wilson has thus demonstrated 
that there are forces tending to bring about equilibrium without 
a transfer of money. iMoreover, a relative rise in the total de- 
mand for X export goods or in that for Y export goods arc equally 
probable; consecpiently it is as likely that the terms of trade 
will move in favour of X as that they will move against her. (It 
should be observed that Dr. Wilson's sclf-cq\iilibrating system is 
open to the same difficulties, if certain conditions of elasticity of 
demand are postulated, that he himself raises in criticising 
Professor Taussig’s analysis ; but that is a minor matter.) 
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In the real world, however, there are domestic goods; and 
Dr. Wilson’s crucial example is therefore his fourth. 

Example IV 

X*8 Demand. Y’s Demand. 

X export goods . . 2“* 1*^ 

Domestic goods . . 4“* 7 + ^ 

Y export goods . . 1 ‘ ^ 

In this example we liave a double result, which was impossible 
so long as domestic goods were left out of the picture : the total 
rise in demand for X export goods (—1, small) exceeds alge- 
braically the total rise in demand for Y export goods (— 2, 
small), and the primary favourable balance (4, small) falls short 
of the loan (9, small). The primary movement in terms of trade 
is in favour of X; X export prices rise relatively to Y export 
prices. This, on ordinary assumptions as to elasticity, increases 
the gap between the favourable balance and the loan. The 
double result here noted is not fortuitous and improbable. On 
the contrary, the favourable balance must fall short of the loan, 
unless X’s demand for Y exports plus Y’s demand for X exports 
is at least half the total joint demand of X and Y for all goods, 
and that is improbable. Consequently if the primary effect of 
the loan is a movement of terms favourable to X, it is probable 
that there will bo a gap between the loan and the favourable 
balance, with forces at work tending to widen the gap. 

How is equilibrium to be restored ? Dr. Wilson’s only ex- 
pedient for restoring equilibrium is a weak one and will not 
stand the strain. Domestic prices, ho urges, will rise in Y rela- 
tively to other prices and fall in X. Demand in Y will therefore 
shift to tradable goods generally and demand in X will move 
from them. It is not probable tliat this would produce the effect 
required. Considered as broad (dasses, tradable and non-tradable 
goods arc not in general substitutable for each other, and the 
demand for each class as a whole is likely to have considerable 
inelasticity. If this is so, the sliift in prices between tradable 
and non-tradable goods will have the wrong effect. Are we not, 
then, driven at this point to introduce the orthodox gadget? 
At least Dr. Wilson does not show how it can be avoided. The 
excess of the loan over the favourable balance must bo made 
good by a flow of money from X to Y and/or inflation in Y 
and/or deflation in X. The extra amount of favourable balance 
necessary to cover the loan will be generated by a secondary rise 
of monetary demand in Y and/or a secondary fall in X. If this 
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process merely takes up the slack t)f unemployed in Y and/or 
throws factors out of employment in X without affecting the 
rewards of those still employed, it may bo granted that a second- 
ary shift in the terms of trade may not occur. But if the inflation 
in Y produces any rise of monetary rewards there and /or defla- 
tion in X produces a fall there, the terms of trade move in favour 
of Y. The essence of the matter is that, if there are any domestic 
goods at all in each country, the change in the balance of trade 
generated by the primary shift of purchasing power will probably 
be less than the loan ; if this is so, a secondary shift in the terms 
of trade, unffavourable to X, will be required to restore the balance. 
As the primary shift is equally likely to be in either direction, 
the balance of probability is that there will bo a net adverse 
shift. 

Dr. Wilson has a second conclusion. Domestic prices will, 
ho holds, rise in the receiving country relatively to the prices of 
tradable goods generally, and fall in the paying country. His 
assumptions with regard to costs are that in the short period the 
curves are positi^'ely inclined, while in the long period costs are 
constant. On this assumption a shift in domestic prices rela- 
tively to export prices can only subsist in the long period, so long 
as factors of production are stranded. If on the other hand 
some positive inclination in the long period cost curves is allowed, 
Dr. Wilson’s second conclusion holds. A smaller proportion of 
the receiving country's i^rodxictivc resources will be devoted to 
tradable goods generally, and a larger proportion of the paying 
country’s, with the result that the domcstic/interiiational price 
ratio will rise in the former and fall in the latter. 

In ])assing Dr. Wilson makes many interesting points. For 
instance, he observes that in assessing benefit or detriment, a 
change in the volume of trade consequent on a loan may be more 
irn])ortant than a change in the terms. Again the domestic 
production of goods of the import class, if and when (’ost (‘urves 
arc positively inclined, sliould bo taken into account. 

In his chapter on verification,” in which Dr. Wilson is duly 
cautious, ho finds no correlation between Australian borrowing 
and her export /irn])ort price ratio, and some correlation between 
borrowing and her domestic /international price ratio. 

The book is a valuable addition to the literature of international 
trade. 

R. F. Harrod 

Christ Church, 

Oxford. 
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Economic Progress and Ecoiboniic Crises. By Johan Akerman. 
Translated by Elizabeth Sprigge and Claude Napier. (Mac- 
millan & Co. 1932. Pp. i-x, 190. 8^. Gd.) 

Dr. Akerman is very discontented with economic theory as it 
stands at present, that is (in his terminology) with “ the economics 
of equilibrium,” and in this volume tries to outline the field and 
method of what he calls “ the economics of time,” which will 
deal with progress and change. This study is concerned rather 
with methods of analysis than with the actual solution of the 
problems presented : “ we have attached more importance to 
the mode of thought than to practical details of its application ” 
(p. 185). For this reason this review will bo more concerned 
with the author’s methods than with his analysis. 

The author is trying throughout tp develop an “ economics 
of time,” which (p. ix) is said to be “ concrete, quantitative, and 
determined by time,” in order to replace the “ economics of 
equilibrium,” which is “ hypothetical, qualitative and timeless.” 
By the ‘‘ economics of equilibrium ” it is clear from the book 
that the author has in mind the analysis of an economy in long 
period static equilibrium. But it is not quite so clear why such 
an economic theory is said to be timeless. In many passages it 
is so called because it cannot study the process of change which 
is caused in an economy by seasonal fluctuations, by inventions, 
by capital caccumulation, etc. But in certain passages, in which 
the author is talking of capital theory, it seems that there is a 
further type of reason for calling a study of static ecpiilibrium 
timeless : “ Capital, the essential attribute of which is its extent 
in time and which may positively be said to be a measure of time 
is ” — in the economics of equilibrium — “ to be regarded as a 
timeless phenomenon. In such an exposition capital can only 
be described as the supply of unemployed purchasing power 
which is available at a given moment” (p. 18). “In such a 
community there is no growth of ca])ital and, consccpicntly, no 
interest on capital ” (p. 28). Now in this sense the economics 
equilibrium arc certainly not “ timeless ” ; there will be a certain 
average length of the period of production in a static state, and 
a certain rate of interest which will just maintain the capital 
supply. Moreover, it is difficult to see how this idea is com- 
patible with statements concerning the rate of interest as treated 
in a progressive state. On pp. 50 and 51, when the author is 
dealing with “ that part of investment whicli goes to tlic replace- 
ment of exhausted capital,” he writes : “ Whether capital be 
applied to the replacement of outworn buildings has no practical 
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bearing on the money market, because what primarily carries 
weight in connection with every investment is the expected 
return. From this point of view there is only tlie creation of 
new capital. . . Surely then from this point of view the static 
state is no more timeless than the progressive state '? 

What the author is actually contrasting is the economic 
theory of a static equilibrium with the economic theory of tlie 
process of change, whether that change is due to inventions, the 
X)roccss of capital accumulation or the recurrence of the seasons 
of the year. Certainly this is a very important study which is 
as yet very little develoi)cd. Such an economic theory will of 
necessity have to “ establish laws each of whi(ili applies to a 
certain economic period (p. 22) ; the treatment will in fact be 
an application to the whole economy of the distinction, which 
Marshall made between loTig and short ])crio(l3 for the analysis of 
a particular equilibrium. Tn this sense an economics of change 
will essentially be an economics of time. 

But the author continues (p. 22) : “ In such a theoretic 
reconstruction one comes quite naturally to start from economic 
statistics and thus, as in the natural sciences, to let the material 
of observation serve as a basis for the cxxdanation of causal asso- 
ciation.” And on p]). 80 and 81 be divides inetlKxls of economic 
study into three groups, tlie economics of equilibrium, the liistorical 
s(‘hool and ” tlie tliird trend of thought, which is now beginning 
to come to the fore, [is] an cconomico-statistic conception which 
ill its attitude to the causation problem in economics apjiroximates 
to the mental standpoint of natural science” It is certainly true 
that when one is studying the xirocess of change statistical 
eiupiiries for the lirst time have a great inixiortancc, since they 
are irrelevant in a study of static eipiililirium. But in my 
opinion progress will not be made mainly along these lines. 
Where in the nature of things a controlled cxxieriment is impos- 
sible, how will it he possible to discover by statistical methods 
the cause of some variation — even if it be fairly regular — which 
may be due to changes in demand, to inventions or to a rhythm 
which is due to the ])rocess of accumulation of capital ? There 
is a fourth type of ecouomii* study, whi(*h is quite iiulexiendcnt of 
statistical enquiry, in which certain assumptions arc made and 
from these assumjitions the jirocess of change due to important 
inventions or the continual accumulation of capital is deduced. 
Such a dynamic theory sujqilementeil by statistical enquiry is 
likely to be the source of future progress in economic science, but 
it will be very closely allied to the ” economics of equilibrium.” 
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I have spent so much time reviewing the methodological 
questions raised by Dr. Akerman’s book, that it is impossible to 
say a great deal about the author’s actual analysis, which is of 
great interest. His statistical study leads him to state that 
there are three main economic periods, over which change takes 
place, namely the seasonal, the cyclic and the secular periods. 
He stresses the importance of a study of seasonal variations; 
and it is certainly true that such a study should prove very 
fruitful, for the fundamental cause of such variations is already 
known and they arc for that reason pre-eminently fitted for the 
type of study which the author desires to make. But cyclic and 
secular waves are in an entirely different category, since we have 
to discover the first causes themselves ; and surely it is significant 
tliat many people would deny the existence of secular and some 
that of cyclic waves, while no one w^ould question the reality of 
a seasonal wave. 

Ill his analysis of cyclic changes (Chapter IV), the author 
states (pp. 49 and 50) that “ it is most characteristic of this ])eriod 
that loan rate and real interest seldom tally and that “ this 
circumstance . . . may bo said to bo the foundation-stone of 
the w hole cycle phenomenon.” Yet he states that in this chapter 
in which he is discussing cyclic waves he is not disenissing 
monetary phenomenon, w'hich he loaves to (Chapter VI It, on 
“ The Purpose of Credit.” This is an unfortunate separation, 
for it is im})Ossible to discuss the purjiose of credit apart from 
the rate of interest and trade fluctimtions. In (4iaj)ter VIJl he 
discusses the difference between a l)Oom in wdu(;h ])riccs rise and 
one in whicli prices remain constant but ])rofits rise because of 
a fall in costs brought about by rationalisation. “ Whereas a 
l)Oom resulting from a brisk advance in ju’ices may to a great 
extent be supported hy enforced savings, in a boom unaccom- 
panied by inllation there is exceptionally free access to voluntary 
savings. 'J'he profits of enterprise are increased wdth extra- 
ordinary rapidity.” Prom this passage it would scorn that there 
are no forced savings (or dissavings) if prices remain constant; 
but since there is a boom we arc to supj)ose, I imagine, sonu^ 
discrepancy between “ the loan rate and the r(‘al interest rate ” 
when costs fall and prices remain unchanged. It would follow^ 
from this (i) that while; there arc no forced savings or dissavings 
the loan rate may not equal the real rate and as a corollary 
(ii) that while the loan rate equals the real rate there may be 
enforced dissavings if prices are falling because of a fall in costs. 
Now' whether the author means this to be so or not, I do not 
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know. But he should have told us exactly what were his assump- 
tions and definitions when he spoke of forced savings, the loan 
rate,* the real rate of interest, etc. For in spite of what he says 
it is by a method of study independent of statistical enquiry that 
he does in fact proceed to analyse the process of change, and for 
such a study an accurate statement of definitions and assump- 
tions is a necessary first step, which unfortunately he omits. 

J. E. Meade 

Hertford College, 

Oxford, 

Les Crises Econmniques, By M. Bodi<]atian. (Second Edition, 
Paris, Giard. Pp. 430. CO fr,) 

The first edition of M. Bouniatian’s book ap])eared in German 
in 1907 under the title Wirtscliaftskrisen vnd IJcher-Kapitalisation, 
and successive editions appeared in Russian in 1015 and in French 
in 1921. We now have a second French edition, dated December 
1929. 

The book expounds the author’s well-known theory of the trade 
cycle, and the new edition, besides bringing various illustrative 
allusions and statistical material up to date, luis elaborated the 
passages dealing with bank credit and with the price level. 

M. Bouniatian’s theory of the trade cycle is based on “ over- 
capitalisation.” Capital outlay is undertaken in anticipation of 
a demand for consumers’ goods. But the volume of saving is 
determined not by any calculation of the prospective demand 
for consumers’ goods, but by the propensities of the individual. 
The “ blind passion of accumulation ” is unlimited (p. 359), 
and it tends to be increased by inequality of distribution. The 
entrepreneur’s profit plays an important })art in accumulation. 
At a time of expansion, the rise of prices both increases the resources 
of the entrepreneur and improves the prospect of gain fi’om the 
application of those resources to new investments (pp. 217 and 
3fi5). 

When such a stimulus to capital outlay occurs, there is a 
tendency for the equipment of industry to outstrip the demand foi* 
goods for consumption, and there results depression associated 
with a fall of prices first of consumption goods, and then of capital 
goods. ” If consumption remains constant, a constantly increasing 
part of the productive resources producing consumption goods 
must be diverted to produce capital goods. But we have seen 
that the production of capital goods is strictly dependent on 
consumption. If the latter remains stationary, the increase of 
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these goods must quickly and inevitably provoke a general decline 
of prices ” (pp. 267-8). 

There results a diminution in the yield of capital which revises 
distribution in favour of the consumer (pp. 341 and 384-5), 
capital outlay falls off again, and over-capitalisation is corrected. 
The way is thus prepared for revival. 

It will be seen that this theory of the trade cycle is closely 
associated with fluctuations of the price level. That is a matter 
on which M. Bouniatian has very individual views. He starts 
from the assumption that inelasticity of demand is characteristic 
of practically all goods. He builds a good deal on Gregory King’s 
famous empirical formula relating the price of wheat to the 
supply, and assumes as a general principle that “ the price varies 
(approximately) in geometrical progi'ession when the supply 
varies in arithmetical progression ” (p. 223). If there isa diver- 
sion of demand from products in general to one product or to a 
small group, then “ the demand concentrated on one commodity 
or on a small number increases their value considerably more than 
the equal diminution of demand for a great number decreases tlie 
value of the latter ” (p. 244). The increases in price outweigh the 
decr(‘\ses and “ thus the concentration of demand evokes a rise 
in the price level and in the total value of goods ” (pp. 245-6). 

Similarly, if demand is diverted from a small group of products 
to products in general, there will be on balance a fall in the 
price level and in the total value of goods. 

There is also a tendency for a rise or fall of the j)i‘ice level, 
once begun, to spread to other products (p]). 220-2). If there is 
a rise in the price of some imj)ortant product, thei*c results an 
increased demand for the capital goods required for ijrodueing 
and handling it. llie prices of these latter rise in turn, and the 
increase of demand extends to all other goods, including even 
those for which the demand was at the outset actually diminished. 
So there arises a general rise of prices (p. 254). 

This analysis enables M. Bouniatian to account for price 
fluctuations without introducing monetary causes. In treating 
of the monetary factor, lie contends that changes in the note 
issue arc the consequence and not the cause of changes in price 
(p. 186). Substitutes for money, whether banknotes, cheques, or 
other credit instruments, by responding to the needs of business, 
tend to inodemle price fluctuations which would otherwise occur 
(p. 190). Banks seek to expaml credit at times of depression 
as well as at times of activity, and therefore the oj)erative cause 
must be something other than their action (p. 194). And if the 
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creation of credit by the banks were the operative cause, tlie trade 
cycle would be a peculiarity of the Anglo-Saxon countries where 
the credit system is fully developed (p. 193). 

M. Bouniatian has devoted much ingenuity and acumen to 
this line of argument, for which he would undoubtedly find con- 
siderable support among contemporary Erench economists. 
But there aiu, I think, certain fatal defects in it. 

The foundation of his explanation of the trade cycle is his 
theory of over-capitalisation. But why should the tendency to 
over-capitalisation assume a fluctuating or periodic character? 
The productive power of the community is never fully employed, 
even at times of intense activity (pp. 212 and 340). It would 
seem to follow that the appearance of an increased demand for 
consumption goods does not in itself require additional capital 
equipment, but merely the fuller employment of that which 
already exists. The reason for the Jidditional capital outlay at a 
time of activity is to be found in the additional profits made by 
the capitalist classes when prices rise (pp. 253-5). 

The essence of the matter is the rise of prices. But the argu- 
ment from the general inelasticity of demand is singularly un- 
convincing. M. Bouniatian himself repeatedly insists that the 
demand of the consumer is effective only in so far as it commands 
purchasing power. ** The needs of individuals cannot directly 
influence the formation of social value except in so far as they are 
supj)orted by purcliasing power ” (p. 207). Whatever variations 
may occur in tlio psychological basis of value, the demand for 
commodities is governed by the incomes people have to sjiend. 

In expounding his theory of the price level M. Bouniatian 
mentions the objection that, with a given total of incomes, the 
demand for any group of products can onl\" be increased provided 
there is an equal decrease in the demand for all the rest (p. 243). 
But ho never meets the objection; he leaves it unanswered. 

Now it may be admitted that the first impact of any divei’sion 
of demand from one set of products to another vn(jht involve a 
rise or fall of the ])rice level as a whole, and that, if it did, the 
conseq\ient rise or fall of the total of incomes would itself pi-ovide 
the change in demand or purchasing power appropriate to the 
change of j)ricc level. But M. Bouniatian has quite failed to 
demonstiute any definite connection between such a tendency 
and the prevalent inelasticity of demand that he assumes. (And 
inelasticity of demand is in any ease far from being universal.) 

He has not made out his ease for a non-monetary origin of 
the rise of the price level associated with economic activity, and 
No. 167. — VOL. XLii. o ^ 
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when ho comes to the turning point he proceeds to show (in full 
accord with writers of the monetary school) that a state of in- 
creasing productive activity and rising prices must ultimately 
come to an end through “ the disproportion between the ex- 
aggerated extension of credit and its narrow monetary basis ” 
(p. 164). Somehow or other thercifore the banks must intervene 
and stop the rise of prices. 

Such intervention by tlie ])anks is not peculiar to the cheque- 
using Anglo-Saxon countries. Wherever tliere is fiduciary 
currency backed by liquid assets, the banking system is in a 
position to regulate the monetary situation and the price level. 

It is hardly consistent with modern conditions to treat bank- 
notes as a “ substitute ” for money. They are money, and are, 
indeed, practically everywhere the primary currency. Gold coin 
has been relegated to the position, along with bullion and securities, 
of backing for the note issue. 

M. Bouniatian’s view that changes in the quantity of currency 
are the effect and not the cause of changes in the ])rice level is 
defensible. But that is so because the central bank which issues 
the notes relies upon its power of regulating credit to keep control 
of the note issue, and it is the same power of regulating credit that 
influences the price level. The price level depends on the demand 
for commodities, demand depends on the aggregate of incomes, 
and incomes depend on the supply of money to industry through 
the lending operations of the banks. R. G. Haw^'REY 

The World Depression, South Africa and the Gold Standard. 
By G. C. W. Schumann, D.Comm. (Walker Jlros., Ltd., 
3, London Wall Bldgs., E.C.2. Pp. 153. 7.s*. Od.) 

Ever since last Seiitember the inhabitants of the Union of 
youth Africa have been engaged in a furious discussion of the 
question of the Gold Standard, a discussion which has generally 
been marked equally by the intensity of the passions aroused 
and the lack of economic knowledge shown. It is mainly to 
remedy this lack that Dr. Schumann has written tliis book, 
though he expresses the hope that it may also prove of interest 
to students, both in South Africa and elsewhere. 

The book is divided into three parts. In the first the author 
gives a general outline of the causes of the present world depres- 
sion. His exposition for the most part follows familiar lines, and 
gives in a convenient form a resume of most of the relevant facts. 
Its chief defect is a dangerous over-simplification of the quantity 
theory of money, which makes him appear to indicate that the 
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“ general price level ” is a coherent entity, the various parts of 
which are similarly and simultaneously affected by changes in 
the quantity of money. It is probably due to this defect in his 
analysis that he fails to bring out the fundamental intcr-conncc- 
tions which exist between certain phenomena, which ho describes 
merely as incidental symptoms of the present depression. I'he 
reader would do well to supplement the information liere pro- 
vided by the study of a simple statement of the results of recent 
investigations into the relationships existing between variations 
in the quantity of money, or the creation of bank cn^dit, the rate 
of saving, the structure of industry, and the state of trade, such 
as may be found in Dr. G. Haberler’s recent Harris Foundation 
Lecture on “ Money and tin; Business Cycle ” {Gold and Monetary 
Stabilisation, Chicago University Press, 1932). 

In the second section of his book Dr. Schumaim gives, briefly 
but adequately, an outline of the theory of foreign exchange, 
explaining the use and meaning of such terms as “ the Gold 
Standard,” “ Balance of Payments,” “ Gold Points ” (the figure 
given on p. 73 for the low'er gold point in the pre-war sterling- 
dollar exchange is an obvious mis-print), “ Purchasing Power 
Parity,” “ Inflation,” “ Deflation,” and “ Devaluation.” He 
then [)roceeds to illustrate his points by a concise account of 
the events and policies leading up to the abandonment by Great 
Britain of the Gold Standard. He is on the whole very charitable 
about that lamentable page in our national annals, and also tends 
to under-estimate the harm caused to the rest of the world and 
so to exaggerate the absolute benefit derived by Great Jh’itain, 
but nevertheless he concludes that, in view of unstable conditions 
abroad and conflicting policies at home, the immediate future of 
the British pound is far from certain. 

In the third section, which should be of hitcrest and use to 
students both in South Africa and elsewhere, Dr. Schumann deals 
with the special position of South Africa. After a brief inves- 
tigation of existing economic conditions in that country, which 
in consequence of the prosi)erity of the Rand Gold Mines he 
finds to be much better off than most other parts of the world, he 
proceeds to discuss the arguments for and against retention of 
the Gold Standard. He shows conclusively that the arguments 
against retention which are based directly on the British abandon- 
ment are fallacious, and demonstrates that South Africa’s diffi- 
culties are due entirely to the continued fall in world prices 
(although, as mentioned above, it is doubtful if he appreciates 
how far this fall has been intensified by Britain’s action). In 
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view of the uncertainty of the future of the British pound, he 
considers that it would be unwise to link the South African pound to 
sterling, while to engineer a temporary depreciation, to be followed 
by a return to parity with gold, would bo worse than useless. He 
therefore suggests that, if it were decided to abandon the present 
gold parity, the South African pound should be re-linked to gold 
as soon as possible at a lower level — ^say at a 25% depreciation. 

Before discussing the practical possibility of such a step, he 
attempts to estimate its probable effects. He thinks that it would 
cause a very moderate rise of probably not miicli more than 5% in 
the cost of living, a moderate benefit to exporters of farm produce 
(though one little if any greater than that received at present 
from the export subsidies), and a very substantial gain to the 
gold mines. Of this he thinks the government should take, by a 
special tax, the lion’s share, thereby more than offsetting the loss 
to be incurred by the apparent increase in its sterling debts. With 
regard to tlie position of the commercial banks Dr. Schumann 
appears to be in error, for so far from making even a modest 
exchange profit on a fall in the sterling value of the South African 
pound, they would at present make a substantial loss, though 
this might be offset by some reduction in bad debts. He con- 
cludes that, if the policy were practicable, South Africa would 
derive some net benefit from devaluation, mainly in the Icmgthening 
of the lives of the Rand gold mines. 

When, however, he comes to discuss the practicability of this 
project he finds many diflicultics, both political and economic, of 
whicli one is the fact that South Africa’s trarlo balance has jiow 
become adapted to the situation created by the gr(‘at outflow of 
capital between September 19:H and February 1932. This 
difficulty Dr. Schumann, writing in March, tends to under- 
estimate, for in consccpiencc of the very inarkcnl fall which has 
taken place in South African imports, the visible export surplus 
during 1932 is likely, not merely to be nmintained at the 1931 
level, but to increase from £18.J ^In. to some £30 Mn. This is 
probably about £10 Mn. in excess of the amount required to cover 
the net balance of invisible imports, and should enable the vSouth 
African banks largely to replenish their de])leted London reserves. 

If the South African government wishes to depreciate the 
currency, it will have to do so as a deliberate act of policy, by 
causing a temporary dis-cquilibrium in the balance of payments 
through a prohibition of the (;xport of gold or by large repayments 
of foreign debts out of money raised locally. The new value of 
the currency will then have to be made permanent by a change 
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in its purchasing power parity, brought about by a local expansion 
of credit or other inflation on a very considerable scale. In view 
of this and other difficulties Dr. Schumann considers that the 
policy of abandonment is too dangerous to be practicable, and 
advises the retention of the Gold Standard. F. W. Paish 

London School of Economics. 

Currency and Banking. By D. T. Jack, M.A. (Pitmans. Pp. 192 . 

6s.) 

Mr. Jack’s book follows familiar lines. After an intro- 
ductory chapter on the functions of money, which includes a 
brief account of index numbers, the value of the medium of 
exchange is considered in terms of demand and supply, and the 
well-known algebraic forrnulse are presented. Possibly this 
sudden plunge into abstractions may be a little chilling to the 
novice; and a more gradual a])proach to deep waters would, 
incidentally, have made possible a more precise definition of 
some of the factors in the equations. 

The longest chapter in the book is concerned with Foreign 
Banking Systems, and here one would willingly have spared some 
of the legal details, which cannot have much meaning for ele- 
mentary students, for a closer examination of the relative merits 
of elastic and inelastic note issues in general. 

Theses apart, the arrangement is excellent; the summary of 
accepted doctrine and of modern banking practice is well pre- 
sented, and it is rare to find an introductory manual in which 
the balance of theoretic and realistic elements is so well main- 
tained as heie. Mr. Jack has a facility- for expressing lucidly' the 
core of theories and tlu' fundainciitals of institutions. His 
accounts of the foreign exchanges, the control of credit, the gold 
exchange standard, and the monetaiy crises of 19.31 are admirably 
concise. He is sf)aring in his judgments; he does not commit 
himself to any vi*rdict as to how the price level ought to behave ; 
he does not spend time in discussing the failings of Americans 
or Frenchmen, of Ihitish bankers or British industrialists — and 
this is no small merit in anv volume on currency’ to-day. Those 
who first ai)proach the subject under his guidance may count 
themselves fortunate : they are not likely to have much to 
unlearn. '1'. S. Ashton 

The Crisis of the 1. By .1. Tayj.oh Pkopik. (Macmillan. I’p. 

138. 7.S'. ()</.) 

Tins book appears as a supplement to tlu^ author s The Dual 
System of Siahilisaiion and to some extent jiresupposes a certain 
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acquaintauco with the ideas contained therein. As a book it 
does not make easy reading, for Mr. Pcddie has a peculiarly 
irritating style of exposition which strains the reader’s patience, 
partly through an uncompromising dogmatism, partly through 
the omission of connecting links, and partly through the intro- 
duction of views on other issues which are not fundamental to the 
main argument. A first reading will suggest to the reader that 
he is wallowing in paradoxes, but many of these will disjippear if 
he has the patience to disentangle the sentences and supply 
certain omitted connections. 

The particular crisis which is discussed is a necessary con- 
sequence of the monetary and banking system which this country 
possesses rather than the result of a certain concatenation of 
disturbing factors ; and the chief defect of the monetary organis- 
ation under review is the inelasticity in the supply of currency. 
Mr. Peddie does not hold that the trouble arose from the failure 
of America and France to play the gold standard game ; it was 
due to the failure of this country to play this game with equal 
effectiveness. We were beaten through “ the fault of those 
responsible for the management of our monetary policy ” (p. 
117). This does not imply, as might bo thought, merely a criti- 
cism of the policy of the Bank of England ; it implies a criticism of 
the monetary and banking structure as a whole. 

Mr. Peddie is a hostile critic of the so-called (Quantity Theory 
of Money, though it is difficult to believe that he really understands 
the object of his criticism. The error in the theory apparently 
lies in the fact that “ at least 80 per cent, (of the total quantity of 
credit issued) is financial and 20 per cent, commercial ” (pp. 40 
50). “ Purchasing power is manufactured, and it certainly does 

not emanate from a sale of commodities ” (p. 51). Mr. Peddie 
would substitute a Quantity Theory of Currency. Prices must be 
2 )redetermine{l by reference to volume and cost of production and 
goods must be produced before commercial (Tedits can be extended. 
Under these conditions apparently the possibility of inflation is 
precluded, since currency increases are fully covered by “ wealth ” 
and circulating commercial credits can be indefinitely increased 
through currency. This involves the rehabilitation of the bill of 
exchange and the possibility of its rediscount for currency so that 
currency may expand or contract /wr/ passu with industrial activity. 
Mr. Peddie sees that some form of control over “ financial credit ” 
would still be required. “ Expansions of standard currency 
will extend the basis of financial credit, and unless the ratio were 
controlled inordinate expansions of credit would ensue, thus 
promoting an inflation of security prices. This defect is elimin- 
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ated by limiting the ratio of credit expansion at 9 to 1, full power 
being given to the Central Bank to lower it should it be found 
desirable to contract financial credit. This obviates the present 
method of raising the Bank Rate, which experience has proved 
to be ineffective, and which unnecessarily penalises producers 
and consumers who are not responsible for the inflation of security 
prices ” (p. 57). 

It is difficult to accept the distinction between financial credit 
and commercial credit as drawn by IVIr. Peddic. The author, 
however, would like to sec the adoption of the American reserve 
system in this country, free of course from the defects of that 
system, which consist in the inadequacy of the control possessed 
by the Reserve Banks over all the banks in the country. “ The 
failure of banks is generally traceable to unwise lending of credit 
on financjial securities ’’ (p. 46). The rehabilitation of the bill of 
exchange as a credit instrument would not in itself be difficult, 
but this would not serve Mr. Peddie’s purpose unless it wxre also 
part of the mechanism through which currency came to be issued. 
It is part of the author’s argument that currency and credit are 
not equal as money. Moreover, orthodox theory has apparently 
erred in failing to distinguish between the standard of value and 
the ineasiire of value. “ dold as a commodity is the standard, 
but as a commodity it is certainly not the measure ” (p. 13). 

In so far as dreat Britain is concerned, the measure of value 
should bo the paper jK)und, and, provided th(» pounds in issue are 
hilly covered by eligible bills drawn against wealth jiroducts, it 
should be invariabh' in itself. If eov(*red by wealth, why should 
we wish to sell our paper pounds at less tlian their face value ? 
The pound not(' should represent 240 ])enco worth of purchasing 
power over the mass of commodities, and. as such, it should be 
the measure of value.” As a matter of fact, of course, we do not 
sell our paper pounds at less than their face value at ju’esent. 

The Header of this book w ill also find a scheme whereby govern- 
ment and municipal securities may be converted to j)er cent, 
tax-free basis and whereby the pound may be restored to its 
mint parity. In the proposed new system ‘‘ gold must be retained 
as the unit of measurement, and as a commodity for reserves, 
but not as the measure of value” (p. 125). What Mr. Reddie 
really means in this queer sentence is that gold is to be retained as 
the unit of measununent for international currencies; but the 
quantity of the internal currency must not be related in any way 
to the gold reserves of the central bank. I). T. J.vck 
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The Gold Tangle and the Way Out. By Frederick and Alfred 
W iGGLESVVORTH. (John Lane, The Bodlcy Head. 1931. 
Pp. 245. 55.) ^ 

The crisis of last summer is the main theme upon which this 
work is constructed. The authors analyse the monetary forces 
which since the war have been undermining the English economic 
structure, and conclude that freedom from the Gold Standard — 
the abandonment of which they welcome in an Epilogue — should 
allow us to regain prosperity once more. Under the name of an 
** Isometric Currency ” they plead for stabilisation of the whole- 
sale price index. While many economists will agree with some 
of their conclusions, few will be satisfied with their analytical 
work. Their exposition (p. 55) of the “ equation of exchange ” 
will illustrate this : — 

“If G be the quantity of gold and P tlic quantity of 
produce available for exchange at any one moment, G x 
P — K, where K is constant. This is merely the shortest 
way of saying that the quantity of gold supplied to the 
market, in other words ‘ price,’ varies inversely as the 
quantity of goods supplied to the market, which wo may 
call ‘ production.’ ” 

But they do not satisfactorily explain in what sense the quantity 
of gold is synonymous with price, nor why th(^ amount of “ gold 
supplied to the market ” should he halved, if the quantity of 
produce is doubled. In the words of the authors (p. 208), “ the 
problem needs deeper examination.” 

J. E. Meade 

Hertford College, 

Oxford. 

The Pinch of Plenty. By Ann Beiikelhagh and J). (1. IlifTTON. 
(London : Sidgwick and Jackson, Ltd. 10.‘12. Pp. 172. 
35. fid.) 

Money in the Melting Pot. By Hartley" Withers. (London : 

Sidgwick and Jackson, Ltd. 1932. Pp. ix + 138. 35. fid.) 

Nations and the Economic Crisis. By D. Graham Hutton. 
(London: Sidgwick and Jackson, Ltd. 1932. Pp. ]fi8. 
35. fid.) 

The Future of Europe. By H. Wilson Harris. (London : 
Sidgwick and Jackson, Ltd. 1932. Pj). x -[- 130. 35. fid.) 

’fiiESE four new volumes of the “ World Problems of To-day ” 
series d(‘al with different asjxjcts of the economic crisis, and it is 
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encouraging to find not only virtual unanimity of opinion about 
causes, but even a measure of agreement as regards possible 
remedies. ^ 

The authors- of The Pinch of Plenty arc concerned with the 
plight of the primary producing, and more i)articularly the 
agricultural countries. Here the War is obviously the villain 
of the piece. All European countries extended their acreage 
under cultivation beyond the needs of normal times, and proceeded, 
after the restoration of peace, to protect their own uneconomic 
production, while leaving producers overseas with huge super- 
fluous stocks on hand. Thus nationalist policies have almost 
destroyed the fruits of the Industrial Revolution. The only 
remedy for Avorld evils is world co-oj^eration. Primary producers 
have never had the benefit of even that measure of rationalisation 
which industrialists enjoy, and in fact they need much more. 
The writers recommend international agreement, whereby essen- 
tial grains should be grown on whatever may be the soil most 
suitable, while the market for cattle, dairy products, fruit and 
vegetables should bo reserved for the home i)roducer. 

In Money in the Melting Poly Mr. Hartley Withers attacks the 
problem from the currency side. While the events he describes 
arc by now familiar ground oven to the average newspaper reader, 
yet the cogent argument, the crisp, terse language, the appeal to 
common -sense and understanding which we have learned to 
associate with the name of Mr. Hai t ley Withers, are always sure 
of a welcome. He describes and ex])lains the effects of the 
restoration of the gold standard in England in 1025, the mal- 
distribution of gold caused by the financial inexperience of the 
United States and the political fi^ars of France, the catastrophic 
fall in prices, the run on Germany followed by the run on England, 
and tlie (jol lapse' of the gold standard. A\’hile making generous 
allowance for the difficulties of foreign nations, he apportions 
the blame between ultra-nationalist ])olicies, international cash- 
grabbing, the futility of allowing statesmen to settle currency 
problems, and finally the general overwhelming fear of inflation 
which Ims driven the world almost to bankru})tcy. 

When it conies to the question of remedies, Mr. Withers is 
somewhat less assured. Now that money is in the melting pot 
we have a unique op])ortunitv of rebuilding the machine on new 
and better lin(‘S. Though instinctively distrusting a managed 
currency, he admits that it actually “ works,” almost the highest 
praise we can expect of him. The gold standard is not, in his 
opinion, likely to be restored, and we must look for international 
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co-ordination of paper currencies. What is really needed is 
political confidence, and the conclusion, rather unexpected and 
a little disappointing, is that almost any sort of monetary machine 
will work, more or less, as long as international goodwill and sanity 
are behind it. 

Mr. Hutton in Nations and the Economic Crisis is much more 
convinced that he knows where the remedy lies. While Mr. 
Hartley Withers asks, not too hopefully, for international action, 
Mr. Hutton would proceed at once to organise it. A brief review 
of the rise of British industry shows that all the factors of the 
present situation were already in evidence in 1914. The World 
War postponed the evil day, but did not avert it. For a time 
the subsequent chaos concealed facts which have since emerged 
into the light of day. Reparations and War Debts, maldistribu- 
tion of gold, tariff barriers and ultra-nationalist policies all 
combine to aggravate the evils of a faulty economic order. The 
first steps towards the abolition of ])rivatc enterprise were taken, 
when interference with its management and heavy taxation of 
its profits began seriously to hamper the system without providing 
an adequate substitute. Economic nationalism and political un- 
certainty have done the rest. So long as the competitive system 
produced the most eflicient methods it justified itself : when it 
involves re-duplication, over-production, destruction of goods 
and widespread unemployment, the justification disappears. 1'he 
industrial world must accept the Russian challenge^ and it is 
better to imitate consciously and with discretion, than to be 
forced to do so by mutual contagion. 

And so Mr. Hutton introduces his scheme of economic re- 
construction. He would appoint a number of National (com- 
missions, Boards and (A)uncils to deal with our internal economy, 
with corresponding International (commissions to co-ordinatc' 
national policies and efforts. The scheme is a mere outline which 
we can fill in at pleasure, and the details arc obviously open to 
argument. 

In The Future of Europe, Mr. Wilson Harris describes what 
is, what threatens, and what might 1)0 in 1940 if forces of reason 
and good-will prevailed. He too begins by describing the post- 
war throw-back to blind nationalism. Every nation recognises 
the viciousness of competitive armaments and the futility of 
tariff barriers; each would reduce the former and lower the 
latter ; but each would wish to be the last to act in these directions. 

Reviewing the present situation and its danger spots, Mr. 
Harris concludes that war is possible, but peace more probable. 
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Ho believes too that Democracy will survive in Europe, despite 
the danger of Dictators, fore and aft, partly because there is no 
alternative that is universally acceptable, and partly because it 
responds to the general instinctive sense of right and justice. 
The task of the future is to carry the democratic spirit beyond 
national frontiers, and the concluding chapter of the book describes 
Europe as it might be in 1940, if sanity prevailed. Countries 
would settle their disputes peacefully ; frontiers would distinguish 
but not divide; minorities would no longer distrust or be dis- 
trusted, and tariff Wtalls would be lowered by mutual agreement. 

The tragedy — ^not that Mr. Harris envisages tragedy— is that 
it would all be so good and easy, nearly as easy as it might have 
been for the ancient Israelites to abstain from worship of the 
Golden Calf. H. Reynard 

Economic Stabilisation in an Unbalanced World. By Alvin 
Harvey Hansen, Ph.D. (New York : Harcourt, Brace 
and Company. 1932. Pp. ix + 384.) 

The question which Professor Hansen sets out to answer is 
not only “ Whither are we going? ” but whence, why, what can 
wc achieve, and how shall we achieve it ? The desire for economic 
security has never been so general and pronounced as in these 
days of world-wudo maladjustments. Can stability be attained 
or is it a tjintalising mirage ? If feasible, w^liat w ill be its cost ? 
Professor Hansen suggests at the outset that a high degree of 
stability might very well be purchased at too great a cost of 
freedom and ])rogress, and this is the conclusion to which his 
closely reasoned argument apjx'ars to lead. 

The world depression of 1930-31 owes its abnormal severity 
to the fact that we are in the trough of one of the commonly 
recognised seven-year major cycles, which happens to coincide 
not only with the lowest point of the American forty months’ 
minor cycle, but also with the trough of Kondratic'lf's forty- 
five-to-sixty years’ long w^ave. Dealing with the question of 
remedies, it is pointed out that shorter hours, though a useful 
expedient in seasonal and cyclical unemployment, caimot help 
when the diflicidty is due to structural changes in industry. At 
higher wage rates per hour, a shorter day, unless offset by 
increased efticiency, would actually aggravate the situation; at 
unchanged wage ratx's shorter hours would at best afford a 
defeatist solution, an acce])tance of the situation as final and 
incurable. The main appeal of the shorter day argument is 
probably to the inclination — or disinclination — of the worker. 
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If shorter hours are no euro for unemployment, neither arc 
high wages a specific against trade depression. Professor Hansen 
makes short work of arguments much in favour with Labour, 
which put the cart before the horse. On the question of wage 
reductions, the verdict varies somewhat in different parts of the 
book : it would seem that the writer’s head and his heart are 
not in agreement. Finally he hazards that if wages were reduced 
on a nation-wide basis, the gain in employment would more than 
offset the loss in wage rates, but adds that unfortunately economic 
science is not in a position to demonstrate this conclusively. 

The argument leads, with considerable divagations, to the 
final choice between Social control and Laissez-faire. A free, 
vigorous, flexible market makes for progress, while social control 
would give us a stable, static, secure society, imprisoned in a 
strait jacket. But the majority insistently demands stability, 
and a larger measure of social equality. Have we reached a 
sufficiently high standard of production to justify stabilisation 
at our i)rcsent standard of living ? Our real income has increased 
fourfold in the last hundred and twenty-five years, but Professor 
Hansen would like to see it quadrupled again before he settles 
down to the stationary state. 

The choice may not lie with the economists, or indeed with 
anyone capable of precise thinking. Russia has demonstrated 
that a planned economy can be as, if not more, efficient than a 
competitive one, and a planned economy is not necessarily com- 
munist or even socialist. It is suggested that in England and 
Germany capitalism, exhausted, may give up the struggle against 
a strongly entrenched Labour element, while in America a planned 
economy might take the form of a capitalist dictatorship.. 

The arrangement of the book is not ideal, and it is difficult 
to understand the inclusion of certain pojtioiis except on the 
general ground that the author could not bear to omit an}i;hing 
that bore even indirectly on the topics under discussion. He 
advises the professional economist to skip the descriptive chapters 
on Reparations and War Debts, the Export of Capital, Russian 
Dumping, Unemployment in Europe and America and Insurance 
against Unemployment, Population, Migration and Housing. 
All these contain much interesting matter admirably presented, 
but they tend to l^rcak the thread of the argument, and involve 
some unn(‘cessary repetition. They are, however, by no means 
the least interesting }>art of a book which can be warmly recom- 
mended not only to the economist but to the student of social 
philosophy. H. Reynard 
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Institutes de Science econoniiqne. By G.-Tl. Bousquet, Charge 
do Cours a TUniversite d’Alger. (Marcel Giard, Paris. 
Tome I : Introduction a la science economique, 1930. Pp. 
xix + 268, Tome II : Les Bases dii syst^me economique, 
1932. Pp. 207; 75 /r5.) 

Dr. Bousquet seems to differ from Justinian either in what 
he means by ‘‘ Institutes ” or in what he thinks the beginner to 
be able to absorb. For the two volumes before us are obviously 
the first instalments of a treatise as comprehensive as Colson’s, 
and the author pays a high compliment to the French eludiant 
if he expects him to take it up as a first introduction. It is true, 
however, that Dr. Bousquet proves himself to be an excellent 
teacher who knows how to make things both easy jind pleasant 
for the tyro without sacrificing scientific rigour or slurring over 
real difficulties. He is fairly entitled to congratulation on the 
success with which he has expounded, and improved upon, that 
elusive mass of facts and ideas which wc call ‘‘ established 
doctrine.” 

Within the i)rccincts of inire theory, the centre of this body 
of doctrine is still the concept of equilibrium. The history of 
pure economies might ])e written wholly in terms of this funda- 
mental idea, w hich from rudimentary beginnings has, by becom- 
ing conscious and complete, made our theory wiiat it is, and still 
constitutes the master-key to our modest arsenal of theoretical 
tools. It is, therefore, the first thing a scientific economist must 
get a firm hold of, and among the many merits of Dr. Bousquet’s 
w'ork I would allocate the fir.st place to the energy with which 
from the outset he impresses on his readers the importance and 
all the aspects and implications of the equilibrium-idea, translating 
felicitously into non-mathcmatical language the gist of the 
message of Walras and Pareto. Nobody lias as yet, so far as I 
know, adopted in a treatise intended for a wider circle of readers 
the modus procedemU of presenting that idea at the very tlireshold 
of the subject, instead of letting the reader get a mere glimpse 
of it as the argument unfolds itself. But Dr. Bousquet does 
more than this. He tries to carry the idea of equilibrium beyond 
the sphere of jnire theory into the realm of environmental data 
of economic life. This is the distinctive characteristic of the 
second volume, in which he deals with the natural, racial, insti- 
tutional and other euvironments under the aspect of equilibrium 
problems. We are, not simply introduced to facts and 
theories about social organisation, legal institutions and the like, 
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but to the “ equilibre social dit systeme economique” “ Vequilibre 
'politique^'" to action and reaction between nature and economic 
activity or technological and economic fact, and in the second 
part, most important of all, to the “ ajnilibre demographiquey 
Inhere is, to be surt^, not the same warrant for proceeding like 
this in that wider frame as there is within the compass of 
pure economics, but the method proves useful nevertheless, and 
many problems acquire cicar-cut contour lines by being attacked 
in this way. Besides, French as well as other readers will be 
grateful to the author for supplying links between what seems 
to many of them a body of somewhat arid theorems and that 
borderland of pure economics, which they are really interested 
in and which the author, for many reasons, among them a stupend- 
ous command of foreign languages, is exceptionally well qualified 
to deal with. Dr. Bousquet himself seems to look upon this 
part of his work as a synthesis between Pareto and Sombart, 
and this formula may indeed serve to characterise both what he 
attemjjts to do cand what he achieves. 

In the first volume, Dr. Bousquet preaches admirable doctrine 
as to general method —to-day as necessary and useful as cv(*r. 
The chapters on science in general, on the science of economics, 
on questions of method, on applications to practical questions, 
and the excellent chapter on the history of science, which recalls 
to the reader the author’s Essal snr Vevolution de la pensee econo- 
rriique (1927), contain some of the best things ever said on those 
subjects. But it is another part of the building winch sj)ecially 
calls for comment. The evolution of that type of economic; 
theory, of which the concept of equilibrium is the corner stone, 
has been associated with a tendency towards emancipation 
from everything connected with Utility — a tendemiy tow^ards 
mere “ Price-Economics.” The arguments for, and the achieve- 
ments of, this tendency are well known. But “ Price-Economics ” 
is powerless to deal with a most important set of probhmis, and 
this accounts for the emergence of “ Welfare-Economics,” w hich 
necessarily relies on other methods and the success of wdiich to 
some extent disproves the scruples we may harbour about such 
things as comparing the satisfactions of different people. This 
cannot fail to give a new impetus to the old Utility-theory, and 
]joints to the .advisability of attempting another piece of synthesis. 
In Dr. Bousquet’s pages, this state of things shows up significantly. 
Valiant Partitian though he is, he resolutely goes back to the 
two laws of (iossen, and he deals fully with Welfare and its 
measurement in a chapter (V) already published in the Wdiwiris- 
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chatiches Archiv, 1929. Wo might try to attack this problem 
in the light of the principles of what we have called “ Price- 
Economics — that is to say, we may define Welfare as a scalar 
function — a sort of potential — of the quantities of commodities 
consumed by every household in the unit of time without raising 
the question of the actual feelings of individuals ^ But Dr. 
Bousquet chooses the other way. He allocates to the concept 
of Welfare its full subjective and hedonistic significance. Now 
as soon as we do this, the insufficiency of the old theory of Utility 
immediately becomes obvious, and wo are unavoida})ly driven 
to investigations about what those feelings really are. Many 
problems of a mathematical but also of a more intricate nature 
present themselves on this way, to the solution of which the 
author contributes substantially by insisting on, and drawing 
unflinchingly the theoretical consequences of, the fact that habit 
and the emergence of new wants soon extinguish any consciousness 
of improved economic conditions, and that, subjectively, only 
short period variations really count. On the strength of this, 
he boldly postulates that subjective W(Jfare is a constant in the 
long run. 

On this point, as on others, we may agree with th(i author or 
not. But in either case we must recognise the energy and ability 
of his exposition, the product of an ingenious and cultivated 
mind. Wide horizons and an admirable erudition, about whicli 
then^ is nothing stale or stereotyped, make an excellent frame 
for a lively and unconventional argument, which niovivs from to[)ic 
to to})ic by elastic steps. dosKcii A. Sciir.MCETKK 

Le Salaire, rEvolution Sociale et la Monnaie. Easai de tiuorie 
experimoiUik da salairc. By F. Simiand. 3 volumes. 
(Paris. Alcan. 200 Jrs.) 

Thf central ])art, and probably the most valuable ])art, of 
this largo work, is to be found in the last three chapters of Volume 
I, and in tlio corresponding tables and diagrams in Volume III. 
Here IWessor Simiand gives us a careful and useful estimate of 
the relative changes in French money wages .sim e about 1800. 
The results are not presented in the customary way, as a series 
of index-numbers; since, in the author’s view, this would strain 
the available information ; instead, a number of generally partial 
and incomplete series are deduced from the statistical material 
and reduced as far as possible to a common basis. But the general 

' III this cjvHO, “ Wi*lfaro” wmilil meroly bo a naino for a clovice to describe 
the observable behaviour of individuals. 
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movemwit remains quite clear. After a considerable rise during 
the revolutionary and Napoleonic wars, money wages remained 
steady, with perhaps a slight tendency to fall, until about 1850; 
from 1860 to 1880, they rose by something of the order of 60 per 
cent. ; 1880-1900 was a second period of steadiness, but the rise was 
resumed at the turn of the century, and by 1914 it had perhaps 
reached as much as 30 per cent, on the 1900 level. 

This analysis of French wage-statistics is, however, only a 
small part of the task which Professor Simiand has set himself ; 
the main object of his book is nothing less than the construction 
of a theory of wages by the “ experimental or inductive method. 
Indeed, before Ave are allowed to approach the statistics, wo have 
to go through nearly 300 pages of methodology. A groat deal of 
what is said in those pages would be acceptable to all economists ; 
one fears that sins against these precepts have more often been 
committed out of laziness than because their validity has been 
denied. A scientific doctrine cannot bo regarded as established 
until it has been ])roved and tested by facts ; until it has been so 
tested it is no more than a hypothesis. So much is perfectly 
satisfactory; and most of what Professor Simiand has to say 
about the methods by which such testing should bo carried out 
is equally unobjectionable. But on the construction of hypotheses 
he has vieAvs which it is much less easy to accept ; for he refuses 
to accept the conclusions of deductive economics even as hypo- 
theses, and determines to test out an immense list of circumstances 
which are considered as possibly relevant by unaided common - 
sense. He concedes, indeed, that no hypothesis can bo considered 
acceptable which is not “ rational ” ; but he declines to analyse 
further this criterion. If he had done so, he must surely have 
seen that the rationality the mind demands is notliing else but 
consistency with established results in other fields of knowledge ; 
and that as soon as Ave apply this test the field of i)Ossiblo hypo- 
theses is immensely narrowed. It is because a satisfactory theory 
of wages must be consistent Avith other branches of economic 
science that Ave are not at liberty to choose our hypotheses at 
random ; for it can hardly be denied that our acceptance of some 
of those other l)ranches rests not only on internal coherence, but 
also on established conformity Avith fact. The tlieory of Inter- 
national Trade, for instance, Avhich has so great a relevance to 
Professor Simiand ’s OAvn problem of money wages, seems to pos- 
sess an extremely strong position in this respect. 

Professor Simiand’s methodology leads us to approach his 
second volume — Etude des concomitances — with some troj)idation ; 
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and our trepidation proves to be partially justified. The experi- 
mental method has the greatest difficulty in distinguisliing cause 
from effect ; and so we have to seek for correlations in religion, 
and find them in suicides, before we come to those definitely 
economic matters, to which deductive theory would have pointed 
us directly. Nevertheless, this second volume is much more 
interesting and much more satisfactory than might reasonably 
have been feared. For Professor Simiand’s care, and his com- 
mon-sense, get the better of his method ; and the ex2)erimental 
method does actually reach, at the end of a very long road, 
precisely the same result as more ordinary methods would have 
reached more directly. 

A deductive theory of money wages would presumably begin 
with a particular form of the quantity theory of money. The 
average level of money wages within a nation must equal 

inon<*t;iry rirciilatioii x its proportion of Xajiniiul liu-onio (joj^r^to labour^ 

number of labourers eniployt d 

Applying this formula to the conditions of France in the nine- 
teentii century, it would be observed that (in the latter ])art of the 
century at least) the increase in the denominator must have been 
very gradual ; while neither in the income velocity of money, nor 
in the jiroportion of the National Income going to labour, should 
we expect anything but a fairly gradual trend, though sharp 
fliK^tuations about that trend are certainly possible in each case. 
Entirely a priori analysis would therefore suggest that variations 
in the (quantity of money would be the most probable cause of 
large fluctuations in the general level of money wages ; and it is 
extremely satisfactory to find that Professor Siniiand’s lengthy 
road leads him in the end to the same conclusion. 

But how much more interesting this conclusion could have 
been made if he had used the rather comjfiex hypothesis suggested 
by theory ! The “ experimental method ” does not seem to en- 
courage study of the interaction of different tendencies; and 
thus, although the fact that monetary statistics and wage-statis- 
tics show the same turning-points is so properly noted, no attempt 
is made to correlate them more closely, in order to isolate the 
other factors ])resumably at work. Professor Simiand observes 
that the supply of money appears to have increased throughout 
the nineteenth century much more rapidly than the wage-level, 
but he throws little direct light on the reasons for this. However, 
he does present (for quite different purposes) some rough statis- 
tics of the total national income ; and from these it looks as if 
the proportion of that income going to labour was tending to 
No. 167. — VOL. XLii. 11 
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fall — at any rate after 1850. That does something to correct the 
difference, but probably not enough; thus it looks as if there 
must have been a fall in the income-velocity of money. 

These results are derived from a very cursory examination of 
Professor Siraiand's statistics. I do not think that either of them 
is on general grounds surprising — ^in a period of considerable 
technical development and capital accumulation, and among a 
people with a known propensity for hoarding. But they are put 
forward here merely to suggest what a wealth of valuable matter 
this book contains — ^if only it could be used by someone not 
wedded to -the experimental method ! 

J. R. Hicks 


Price CuttiiKj and Price Maintenance. By E. R. A. Selicjatan and 
R. A. Love. (Harper and Brothers. Pp. 539. $G.) 

This is a most complete study, not only of the policy of tlie 
maintained re-sale price, but of the retail trade itself. Economists 
will 1)6 grateful to the authors for the new light they have thrown 
on what may be called the fighting front of the industrial system, 
the retail shop, where the products of all the ela))()rate stages of 
production have finally to go over the toj). It is j)lain that a. 
serious problem is created for the manufacturer if anything is 
happening there which offsets to any a])])recial)lo degree his 
costly preparations for efficient su])ply. The policy wliich is 
discussed as price maintenance arises out of the o])inioii of ])ro- 
ducers that, because of certain features of retail selling if it is left 
cpiite free, their good-will may be prejudiced, their advertising 
exj)ense?s largely nullilicd, and their outlets restricte*!. The fact 
that in so many countries this question has recently become both 
a business and a legal issue shows that it has general aspects wliicli 
called for ex])ert economic analysis and review. "I'his volume 
al)imdantly supplies that rc([uiremcnt. 

The variation of national attitude to the ([uestion shows that 
there is more to discuss here than in rcspectt of Trust i)()licy. 
There is agreement that the dangers of monopolistic influence on 
prices should be foreseen and prevented. I'lie analysis of this is 
easily set out. But price maintenance is in itself ([uite separate 
from monopolistic policy, and j)rcsents the curious feature that 
it is thought good competitive poli(?y not to allow one’s goods to 
be retailed at any low i)rices which the retailer might choose, even 
though the producer had obtained his own full prh^e from the 
wholesaler or retailer. It is clear that the scoj)c of this question 
is those goods which do not change their form after they have 
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left the hands of the producer. It is in these cases that his name, 
good-will, and brand run with tlie goods, and that ho retains an 
interest in the goods until they pass to the final buyer. From 
this fact arise the complications of argument whi(;h have created 
in all modern countries the j)roblern of vertical price maintenance 
as distinct from the Trust or horizontal problem. 

It is in America that the question is now most hotly debated. 
It is there an important issue of policy. This seems to be partly 
due to a contagion of Trust legislation whicli has sj)read outside its 
proper field, and has brought within its ambit of ideas a pro- 
cedure which resembles Trusf> action in the outward appearanc e 
of maintained prices. The authors frequently comment on this 
fact. The result there is that retail price maintenance is, for 
Federal purposes, eitlier illegal by the ordinary method of con- 
tract, or so restricted by suspicion of implicit contract in the case 
of refusal to sell that it is now harassed into the i)osition of an 
unfair trade practice, and is so listed by the Federal Trade Com- 
mission. In Germany, the Cartel Decree has })een adapted and 
supj)lemented in reference to price maintenance, but the praetice 
is not there an outlaw. In France, according to the penal code, 
“ distributors who sell merchandise above or below' the manu- 
facturer’s suggested re-sale price are liable tQ fine or imprisonment.’ ’ 
While in England, tliough the practice has come under the review' 
of two Comjnittees since the War, it w ould be (correct to say that 
they have not found anytliing in it w hich w'ould be worth special 
legislation, and that it is here regarded as an interesting aspect of 
c(3inpctitivo practice in which there is nothing to get excited about. 
Even in reference to tlie boycott by some manufacturers of Go- 
operative Soidetie’s, the last Ikitish Gommittec, whicli took 
exhaustive evidence, saw nothing in it but a dilference of opinion 
lieiwcen jiarties w'ho could not bo coerced into agreement by any 
fair aj)plication of a law*. 

The theoretical basis of the question is set forth by the authors 
in the analysis of wluit they call interdependent prices. This is 
the special feature of retail on w'hich the whole issue turns. It is 
difTerent from the simple prices of single products, and also from 
prices of joint products. In the latter case, there is a limit set by 
the sjiecilic costs. Hut the retailer may sell an article w ithout 
reference to any loss on tliat article, if his purpose is thereby to 
get a Jiigh profit on some other article. The article w hose price is 
cut is used as a leader ” to the general trade of his shop, and 
especially to substitutes of his own make or procuring or to high- 
profit articles of another sort. The producer has, in fact, to reach 
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a large part of his market through the hands of his own com- 
petitors, and this fact is more important with the growth of large 
retailers who integrate backwards. But why does he consider 
that he stands to lose if his prices are cut? Here the authors 
have wisely refrained from too full an endorsement of the pro- 
ducers’ argument. Some might stand to gain by the force of 
advertisement and a larger volume of sales. The switching of the 
buyer to other things is not equally easy in all cases. On tliis 
point, the authors supply a most interesting study of retail practice 
and service. There is no quite general argument that applies to 
all cases, but there is always the loss of co-operation between 
producer and distributor, and the danger that good-will suffers 
through the suspicion of the consumer that there is something 
the matter with standard articles when they arc retailed at various 
prices. On this fact of consumers’ psychology, the authors lay 
less emphasis than did the British Committee. I think, and the 
authors sometimes imply, that the producers’ view on this matter 
starts from the position of the independent or pure retailer. If he 
cuts a price as a lead to his general business, he makes it necessary 
for others to do the same, so that they lose interest in pushing 
sales, and if various independents use different articles as leaders 
the trade becomes disorganised. To protect the independents 
against eiu.h other, the producers prefer a general rule of ])rices, 
and this is extended on jirinciple in two ways. It covers all 
retailers, and in England it covers the co-operative method of a 
general dividend, even tliough in the latter case no particnilar 
jiroducer could suj)pose himself prejudiced. 

The producers’ case in this respect is based on a long experience 
of the way the retail trade works, and the British (^ommittee found 
a great consilience of evidence on the loss of good-will and of sales 
if final prices of branded goods are left free. The authors of this 
book point out that in fact the maintenance poli(;y amounts to an 
attempt to obtain the advantages of integrated selling while 
retaining the independence of retailers as regards the greater ])art 
of their trade. A producer who sold through his own sliops would 
fix his prices without cavil, and if some of these were leaders to 
others, tiiat arrangement of prices would l;e made by and react 
on himself. He would protect his good-will by uniformity of sale 
prices, or by control over any local or temporal conditions of 
variation. When he sells through common channels of distri- 
bution, the consideration of good-will is the same, while the 
profits which the cut prices are to offset may be on the sale of 
someone else’s goods. It is perhaps the best summary to say 
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that trade experience has seemed to producers of the goods 
affected to make it undesirable that they should leave retail selling 
to be adjusted to retailers’ interests alone. 

The authors conclude that price maintenance is a fair practice, 
but of course this leaves it to the i)roducer to decide how rigorously 
ho will apply it. The argument on the methods that may be 
used reads strangely in England. They are so beset by the 
contagion of the Trust legislation that they have to plead elabor- 
ately on behalf of such practices as selling contracts, or the refusal 
to sell. There is no reason to bar a vertical price contract which 
would not bar an integration. Refusal to sell depends on adequate 
means of information as to price cutting, but the ordinary (as it 
would seem to us) methods of getting information come in America 
under the suspicion collusive action as regards prices. It even 
appears that, if a producer has refused to sell to a retailer, but 
subsequently resunies selling to him, he is open to the suspicion 
of having received an assurance to maintain prices. The Stop 
Lists, which the British Committee regarded as a quite ordinary 
procedure, woidd not at present bo (illowed in America. To an 
English reader, therefore, the plea of the authors for a reasonably 
elastic right of refusal to sell, and a reasonable control over 
“ bootlegged ” sui)plies, seems to show that there is too much 
law about, and makes it really difficult f\illy to appreciate the 
substance of the concluding chapters. It seems such an anti- 
climax that so lengtliy a case has to be made for what producers 
on this side would think so little. The authors miglit fairly reply 
that on this side the findings go very far in the other direction, 
and that such a general boycott and Stop List as is permitted in 
the drug trade is more than ordinary price maintenance. 

What the authors say on the elasticity with which refusal to 
sell should be applied was fully borne out in the British inquiry. 
For this reason it rejected the plan of making notices run with the 
goods, as in the case of patented articles. Price maintenance is 
chiefly of value in creating good-will between producer, retailer 
and purchaser, but it is not in the interest of any of them that 
it should be made so rigid that it can in no conditions break down. 
There are exceptional times and varying markets, for which 
producers in England have in important industries willingly 
allowed. There are chain shops which in some places maintain 
prices and in other ])laces cut them. Those industries wdiich make 
a rigid rule may lose somewhat, both financially and in co- 
operation with their clientele, but it is their own affair. 

The authors point out that in America the impulse to price 
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maintenance came from the retailers, and in England they are 
supporters of it. The question then arises, by what moans the 
economies of better retail organisation arc to bo handed on to the 
consumer. Partly through the prices of unbranded or bulk goods, 
which are probably 80 per cent, of retail trade, partly in service, 
but partly also in the pressure against high margins which comes 
from the competition of retailers’ own brands. In another aspect, 
the question may be how the consumer gets any advantage of 
location, but I cannot see that this is very important, and no one 
is aggrieved if ho pays for the latest novel the same price in 
Aberdeen as in London. Such evidence as was taken by the 
British Committee showed that the retail margins on price- 
maintained articles were not generally higher than on others, and 
were often lower ; this volume gives a similar result for Germany. 

The authors would like to see the practice of price maintenance 
placed under the supervision of an Inter-State Business ('urn- 
mission. The Federal Trade Commission appears to have lost 
authority, and the valuable plan of trade conferences to have 
fallen into disfavour. It is not easy for an English writer to 
perceive the causes of this, and it is unfortunate just when wo are 
looking for foreign experience as a guide to any kind of Tribunal 
such as has been repeatedly suggested by public and private 
inquiries on price fixation and control. The English courts are 
reluctant to discuss the economic issues, and prefer to consider 
these matters from the standpoint of legal rights. I think that a 
Tribunal on trade practices will have to be set u]), whose Hndings 
on economic aspects should be authoritative in Ji Law Court, 
since price maintenance is only one of the number of practices 
which the strategy of competition is devising. A continuous 
jury can see the whole problem better than an intermittent 
series of Committees. For America, the authors would like a 
Commission comparable in authority with the Federal Reserve 
Board or the Inter-State Commerce Commission. 

The authors of this book have set a particidar ])roblcm in a 
rich background of economic reseandi, and have made a notable 
contribution to our knowledge of the retail trade. 

J). Jl. Mac(}rkook 

The ScoUi$h Investment Trust Companies. By Geokok Glasgow. 

(Eyre and Spottiswoodc. 1932. Royal 8vo. Pp. xii — 204. 

Price 505.) 

This is a companion volume to the well-known English Invest- 
ment Trust Companies by the same author. The arrangement is 
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similar, consisting of ten short chapters on “ the Scottish Contri- 
bution to Investment Trust Company Finance,” followed by 
statistical details of each of the seventy-one companies. In the 
former part the author refrains from repeating the analysis of the 
principles of the investment trust, concentrating rather on the 
contribution of Scotland towards its development. The diffusion 
of risk “ geographically amongst different countries, gencrieally 
among different kinds of undertakings or securities and denomin- 
ationally among bonds, debentures, prior charges and so-called 
equities ” was recognised more than fifty years ago in Scotland. 
At the same time the spreading of risks as between different 
countries was not fully accepted at the beginning, since the titles 
of the majority of the companies formed between 1873 and 1884 
indicated a prefereflce for American investments. Later the 
articles usually impose a limitation on the amount which may be 
invested in any one security, and this is usually understood to 
imply a reasonable geographical distribution, though Scotsmen 
are much too wise to laij down any fixed rule. 

The chief difference as between Scottish and English invest- 
ment trusts is the practice of many of the former in accepting 
terminable debentures, a practice which is analogous to the bond 
on heritable property. Also, Scotland seems to have worked 
towards a standard capitalisation which, in recent years, has 
tended towards a division of the share cajiital as to three-fifths 
])refcrcnce and two-fifths ordinary stock. Borrowing on deben- 
tures is usually up to an amount equal to the sliare cajntal, in 
addition to which temporary borrowing may amount to 10 jicr 
cent, or 20 per cent, of the share capital. In defining the ratio 
of borrowing some companies add their reserve fund to the share 
capital or define a separate proportion of its amount. Another 
difference is that of seventy-six English Companies forty-four 
publish lists of investments. Only one of the seventy-one Scottish 
Companies issues siicli a list, and feeling in Scotland is strongly 
against the practice, which extends even to the general classi- 
fication of investments. For this })racticc strong reasons arc 
adduced. On the other hand, most companies now give an 
indication of the excess or deficiency of the market value of their 
investments over their cost. Atthispoint one is inclined to question 
one of the principles on which Mr. Glasgow’s excellent tables are 
compiled. Quite rightly, he gives the Rcser\'cs of each company, 
which he calls the Visible Reserve.” Besides this is another 
column, “ Inner Reserve,” being the difference between market 
value and the book value of the company’s investments. One 
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hesitates to call this a reserve. In the case of no less than sixty 
of the companies analysed this so-called inner reserve is negative, 
which means that the excess above book value has disappeared. 
Where the method of accounting adopted is on the basis of devot- 
ing i)rofits on sales of stock to the writing down of investments, 
this involves at least that such profits have been wiped out. In a 
number of cases the negative balance also extinguishes the visible 
reserve and, for the time being, makes an inroad on capital. For 
instance, one company has a negative “ inner reserve ’’ of £519,207. 
If the visible reserve be deducted, it remains at £421,868, as against 
a share capital of £750,000, or including debentures £1,500,000. 
It would appear that in such circumstances the title “ inner 
reserve ” is a misnomer — “ surplus or deficiency on valuation of 
investments ” would be less misleading. 

In the practical affairs of life, principles are to be judged by 
their consequences, and, by this criterion, the management of 
Scottish investment companies is deserving of great praise. Of 
English companies there were eight which during the war did not 
reduce the dividend on their ordinary or deferred stocks and four 
others increased it. From the smaller number of Scottish 
companies fourteen maintained their dividends during the same 
period and seven more increased them. Turning to the crisis of 
1929-31, taking the average dividends of 1929-31 as compared 
with 1928, out of these twenty-one companies eleven maintained 
their distributions, eight increased, and two reduced them. (It is 
an oversight that at j). 28 Mr. Glasgow says that Appendix III 
gives particulars of these twenty-one companies, whereas the 
actual list deals with only sixteen.) 

So far the record is very favourable, but there is always the 
risk of dealing with selected cases, and, after all, there remain fifty 
companies. Mr. Glasgow dismisses their record ])y saying they 
have not had time “ to dig themselves in,” moaning that a large 
])art of the success of Scottish investment companies consists in 
the accumulation of reserves out of income, which, after the lapse 
of years, yields an increasing income, since in well-managed 
concerns this reserve increases faster than the dividend. This 
cautious policy, added to prudent investment, accounts for the 
success of the Scottish investment companies. There is, however, 
more in the position than this. Even in so far-seeing a country as 
Scotland, there is a tendency to form investment companies at 
the wrong point of the credit cycle. An inspection of the dates 
of flotations shows that the majority of companies are registered 
not long before a crisis. It follows that, when the storm comes. 
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they have no reserves to help them in meeting it. In addition, 
investments are purchased at relatively liigh prices. If, on the 
other hand, investors took their courage in their hand immediately 
after a crisis, and subscribed new capital either for an existing 
company or for a new company, investments would be purchased 
at low prices, opportunities would arise for profitable exchanges of 
securities and a moderate “ visible reserve ” would be built up 
before the next crisis came. In actual practice the opposite 
course has been adopted. From 1873 to 1887 eight companies of 
this class had been formed in Scotland. Between 1887 and 1891 
eight more were constituted. Then came the Baring Crisis, and 
from 1896 to 1906 only four companies were registered. From 
1907 to 1914 there were sixteen promotions — the largest numbers 
being in 1910 (four) and 1914 (three). From 1915 to 1922 there 
were none. Between 1923 and 1930 there were no less than 
thirty-fwc, disposed almost completely symmetrically, i.c. 1923, 
one, 1924, five, 1925, four, 1926, five, 1927, nine, 1928, six, 1929, 
four, 1930, one. The position of some of these companies, 
especially those of most recent fonnation and which have a high 
proportion of their total investments in ordinary shares, must 
occasion a considerable amount of anxiety to their directors. At 
the moment some are in the position that present market values 
show a dci)reciation on cost which leaves nothing for the ordinary 
stoeli. Behind this is the character of the investments and their 
capacity to participate in the eventual recovery. An instructive 
illustration of the possibility of rehabilitation — even where at 
j)rcsent prices of stocks it would appear that the value of the 
ordinary or deferred stock has been wiped out — may be deduced 
from one of Mr. Glasgow’s tables. This is the case of the Edin- 
burgh Investment Trust, Ltd., which was registered on March 1, 
1889. It had not time to establish itself ])efore the Baring crisis. 
In 1895 and 1896 it was able to pay only 2 per cent, in each year. 
Its visible reserve had fallen from £20,760 in 1892 to £447 in 1896, 
its ordinary stock touched 45| in 1896 and, worst of all, the income 
available for that stock in the same year was only 1 j j>er cent. 
Yet in 1931 this company paid 12 per cent., the ordinary stock 
averaged over 200 and there was a visible reserve of £300,664. 
The true position Avas much better than this, for there had been 
two stock bonuses, and the dividend on an original investment of 
£100 would be in the vicinity of 30 per cent., while the market 
value of the stock wdth bonus additions, even at the reduced price 
of 1931, would be over 500. 

There is one column in Mr. Glasgow’s tables that may mislead 
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tlie non-oxjjcrt reader, namely that headed “ % earned,*’ when he 
secs occasional figures of 30 per cent, and 40 per cent. The 
percentage refers to the amount available for the ordinary or 
deferred stockholders ; and, while this percentage is not usually 
so large, it frequently exceeds 10 per cent., except in the case of 
companies recently formed. Two facts have to be borne in mind ; 
the first that the ordinary capital is only about one-fifth of the 
total share and debenture capital, and that the older com})anics 
have large reserve funds, the whole income from this, as invested, 
being available for the ordinary stockholders. For instance, the 
Alliance Trust (formed in 1888) has a visible reserve of £2,152,064 
against £1,000,000 ordinary stock and the First Scottish American 
Trust (1879) one of £302,612 and ordinary stock of £160,000. 
How the principle works may be seen by a rough analysis of the 
Edinburgh Investment Trust, already mentioned. It is fortunate 
in its low prior charges, debentures at 4 jjcr cent, and preference 
at 4^ ])cr cent. The tables show 14J per cent, available for the 
ordinary stock in its present form in 1931. Adding the visible 
reserve to the debentures and share capital, the return all over 
appears to be 7 per cent. only. Assuming that there have been 
profits, made in former years in excess of losses and now represented 
by income-yielding investments, the return would bo lower. 

In fine, it turns out that the whole system depends on two 
central points — the building up of a reserve fund from income and 
prudent management. It is based on a wide diffusion of risk, and 
the need for conservative management is shown by tlic fact that 
in 1931 there were only ten companies whi(di could show that the 
market value of their investments was not less than their book 
value. W. R. Scott 

British Trade and Industry Past and Future. By G. D. H. Coi.e. 

(Macmillan. 1932. Fp. xxiv + 466. 16.9.) 

Essentially Mr. Cole is what iii the seventeenth century 
would have been called a projector : his mind in fertile of plans. 
But he has many other roles, and it is in that of the historian that 
he appears in the first half of this volume. It consists of a careful 
and detached study of British trade from the eighteenth century 
to 1930, illustrated by charts and tables to which one will 
frequently turn in the future for reference. 

Mr. Cole traces for us tlie rise of the export trade, with its 
early specialisation in textiles, the expansion that came with the 
development of coal and iron after the eighteen-forties, the 
increase of foreign competition in the last quarter of the century. 
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and the growth of economic imperialism in the pre-war decades. 
An uninstnictcd reader might assume from the account of British 
overseas investment (on pp. 62-4) that an export of capital must 
necessarily mean an export of capital goods. But, tin’s apart, 
the survey of trends of trade is admirable. 

In dealing with the world slump Mr. Cole argues convincingly 
that the disproportionate movement in the prices of agricultural, 
as compared with manufactured, i^roducts is a result, rather than 
a cause, of bad trade; and, though he urges that monetary 
factors have aggravated the special difficulties of Great Britain, 
he absolves them from prime responsibility for the world depres- 
sion. His own explanation, however, is far from satisfying. 
Declaring roundly that the trade cycle is a myth, he rejects the 
logical aid that might have been afforded by some theory of 
fluctuations in general. He believes that the main cause is to 
be found in the fact that tlie purchasing power of American wage- 
earners and farmers has not been allowed to keep pace with the 
grow’th of production in recent years, and that there has thus 
arisen a crisis of under-consumption.** But, though ho borrows 
an argument from Mr. J. A. Hobson, he does not develop the 
thesis in detail, nor does ho introduce the refinements which 
Mr. Ifobson has made in his recent writings. If the root of the 
trouble is to be found in the instability of American economic 
life the rest of us will be affected through the American market 
for our goods and through American foreign investment. Ami 
those who feel that the first step to recovery must be confidence 
leading to a revival of international lending will haidly subscribe 
to Mr. Cole’s view (on p. 296) that it might do the Americans, as 
w^ell as ourselves, good, if they were to lose at a blow the whole 
of their present investments overseas. 

Mr. Cole’s case against reductions of wages in periods of 
falling prices is open to the criticisms tliat it rests on an imj)lie(i, 
but unproved, inelasticity of demand for labour, aiid that much 
of the same argument could be advanced against reductions of 
interest to the rentiei’, whose income, however*, Air*. Cole would 
like to see drastically cut. High Avages, we are told, secure an 
appropriate and salutary distribution of ])urchasing power ” ; 
but how high wages must be set to achieve this end is not defined. 
We are, however, told that the best thing that could happen to 
the world would be an international agreement to raise wages, 
and that failing this rigidity of Avages is a merit. 

In the chapter on tariffs Mr. Cole comes doAvn on the whole in 
favour of free trade, but an argument in the Preface is open to 
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question. He appears to believe that tariffs, by raising the 
internal price level may lead to a fall in the external value of a 
currency. Tariffs may either allow of a higher rate of exchange 
at a given price level, or raise the price level at a given rate of 
exchange; it is not legitimate to argue that a rise in prices 
allowed by a tariff at a given rate of exchange can itself be a 
cause of a fall from that rate of exchange. 

Space will not permit of a detailed account of Mr. Cole’s 
discussion of the present position of British export industries 
and of his proposals for their resuscitation. In most cases some 
form of national corporation subject to some degree of public 
control is prescribed; and doubts are expressed if even the 
discovery and development of new trades can any longer be left 
to private enterprise. He suggests that capital for these pur- 
poses as well as for the reconstruction of old industries should 
be raised through a National Investment Trust, which should 
borrow from the public and relend to industry — a proposal which, 
surely, must have the effect of increasing the volume of those 
fixed -interest obligations, or their equivalent, the existence of 
which, Mr. Cole admits elsewhere, is not the least of the barriers 
to a revival of industrial activity. 

Detailed criticism of Mr, Cole’s projects must, however, be 
left to others. To the present reviewer it seems that the world 
is suffering from too much, rather than too little planning, and 
that things might be no worse if economists returned to their 
function of interpreting the system, and showed less willingness, 
as a working man put it in conversation the other day, to carry 
the tool-bag for the politicians. But disagreement on funda- 
mentals must not be taken as dispraise of Mr. Cole’s work. Those 
who cannot accept his proposals, no less than those who can, 
must be appreciative of this able survey of a century and a half 
of British trade and of the penetrating comments with which it 
is enlivened. T. S. Ashton 

The University of Manchester, 

Groivlh of Tirade ami Industry in Modern India : an introductory 

survey. By C, N. Vakil, 8. C. Bose, and P. V. Deolalkar. 

(Longmans, 1931. Pp. 398. Its. or 136’. 6d.) 

This is an interesting but difficult book to review. India 
ranks sixth in importance in the world’s trade, and her exports 
of wholly and mainly manufactured goods for 1931-32 were 23 
per cent, of her total exports. There is, as is to be expected with 
a country of 353 million inhabitants, a large internal market for 
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Indian-made piece-goods. Of a total Indian production of 2561 
million yards of cotton piece-goods only 98 millions were exported 
in 1930-31. The book under review is an introductory survey of 
the growth of Indian trade and industry mainly from 1860 to the 
present day, and in the course of sixteen chapters the chief im- 
ports and exports are surveyed. Professor Vakil (who is Univer- 
sity Professor of Economics, Bombay) tells us that the work is 
based partially on the material of two theses prepared by two 
M.A. students who worked under him and also partially on 
material subsequently collected. 

The view taken by the authors in the introduction is best 
described in their own words : “ On the whole, it may be said 
that the share of India in the gains arising out of foreign trade 
must have been small; but the other countries have gained 
substantially by toding with India. This has been . . . due to 
the undesirable nature of our trade, namely, the export of raw 
materials in return for the import of manufactured goods, which 
has been detrimental to the interests of our industries ’’ (p. 8). 
“ The development of our foreign trade has, on the whole, been 
l)eneficial to some extent to the growth of our agriculture, })ut 
detrimental to that of industries. It has been wholly beneficial 
to the countries trading with India. A portion of the gains arising 
out of the growth of agriculture and some of the industries is 
appropriated by non-Indians, as some of the agricultural and 
manufacturing industries are owned and managed by foreigners. 
An additional portion goes to meet the foreign liabilities of India 
for trade ])urposes such as charges for shipping, banking, insurance, 
et(;. When allowance is made for all these factors, it may be 
doubted whether the aggregate effects of the growth of our 
foreign trade liave been for the good of the people of the country ” 
(p. 10). 

The authors aoce|)t as generally true that international trade is 
advantageous to l)oth sides, to importers and exporters. They, 
however, cannot agree with Bastable that ‘‘ a consideration of 
what is our jn’oportion of gain is after all more a question of 
scientific curiosity than of- practical im])ortance.” Both pro- 
tectionists and free-traders will find it difficult to follow the authors 
in the conclusion to wdiich they have come. “ Protectionists,” 
said J. S. Mill long ago in his Principles, " often reason extremely 
ill, but it is an injustice to them to suppose that their protectionist 
creed rests on nothing superior to an economic blunder.” It is 
incorrect to say that it may be doubted, especially in the case of 
India, wdiether the aggregate effects of foreign trade have been 
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for the good of the country. “ Back to Adam Smith and Ricardo ” 
would be sound advice to the authors. Adam Smith, the best 
informed man since Aristotle, reminds us in a famous chapter of 
the Wealth of Nations that the gain has been in two directions at 
least. This is in fact admitted. It is shown tliat in the case of 
the export of oil seeds there is little homo demand (p. 369), that 
in manufactured jute goods local consumption is “ only about 
one-tenth of the total number of gunny bags that we export, and 
our consumption of hessian and sacking cloth is smaller still 
(p. 182). In the American Civil War we are told that “ Indian 
manufacturers of cotton goods were also at an advantage and got 
a good share of the new wealth that had poured into the country ” 
(p. 127). The result, in short, has been an increase in Indian 
production or, in Adam Smith's idiraseology, “ an augmentation 
of industry.” No one who has studied carefully the trends of 
India's foreign trade in the present century can be blind to the 
second advantage of India's foreign trade — the increase in the 
consuming power on the part of the masses of the people. Second- 
ary desires have been diffused up and dowii the countryside. 
Hume, in his Essay on Commerce, puts it well when he says that 
foreign trade “ rouses men from their indolence, and presenting 
the gayer and more opulent part of the nation with objects of 
luxury which they never heard of before, raises in them a desire 
of a more splendid way of life than their ancestors enjoyed.” 
Witli the curtailment of imports, the curtailment of exports, 
ceteris paribus, would follow. The im2)ortant fpiestion is whether 
the Indian farmer gains by having a foreign market, whether 
he stands as a producer and consumer to gain more by the estab- 
lishment of home manufactures and. a greater demand internally 
for his products ? The authors believe that the growth of in- 
dustries will relieve the pressure of population on agriculture 
so that there may be a balanced division of labour between 
different sections of tlie people, in order to exploit the resources of 
the country for the ultimate good of the people themselves.” 

On p. 84 the authors speak of the salt tax as “ a source of 
incalculable mischief ” to the average Indian. This statement 
cannot stand examination. The tax burden has been worked out 
with care, and the burden is very inconsiderable. The carefully 
collected family budgets of the Labour Office of the Government 
of Bombay show that on an average the consumption of salt per 
head per annum is 12*6 lbs. and the expenditure on salt, including 
the tax, is a fraction of 1 per cent, only — 0»36 per cent, per annum 
of the average expenditure of all grades of income. In other 
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words, a family of 4*2 persons earning 52 rupees per mensem 
spends only 3 annas per mensem on salt including the tax. The 
expenditure varies between 0*28 and 0*53 per cent, in the different 
ranges of income. Similar incjuiries made with regard to family 
budgets in Sholapur (mill families) and in the Deccan (agricultural 
families) show that the average expenditure is 0*58 and 0*91 per 
cent, respectively. The Indian Taxation Committee (1026) 
rightly concluded that “ If it is desirable to impose any tax on the 
mass of the community at all, there is much to be said for the 
continuance of the salt tax. The present rate of duty is ap])ro- 
l)riate and causes no serious hardship. The retention of the 
machinery for collection makes it possible to secure additional 
revenue with ease in case of grave emergency wJiich should be the 
only ground for raising it.’’ Unfortunately the salt tax has 
become a political question. 

G. Findlay Siiitikas 

Indian Economics — A Comprehensive and Critical Survey of the 
Economic Problems of India. By Professors Jatiiar and 
Bkki. (Oxford University Press. Vol. I. Third Fdition, 
1031. Pp, 440. Is. Od. Vol. II. Second Edition, 1931. 
Pp. 583. 0 . 9 .) 

In purely cpiantitativc terms the study of Economics has made 
amazing progress in Indian Universities in the last fort^^ years, 
especially during the last two decades. Economics has won a 
])lacc of its own in the University curriculum, and in most Uni- 
versities has been divorced from history or moral philosophy. 
In a very real sense, too, it is no longer confined to the college 
classroom and text-book, but is to be found in the Government 
office, in the law court, in the legislature and, indeed, in the streets. 
The advance everywhere has not been in the line of Mill, Ricardo 
or iMarshall, but in realistic investigation. The volumes under 
review belong to this latter class. In the course of twenty-six 
chapters such to])ics as the scope and method of Indian Economics, 
population, social and religious institutions, agriculture, industries, 
labour, foreign trade, transport, unemployment, the national 
dividend, currency and banking and public finance are skilfully 
dealt with. Ever since Ranade delivered in 1802 his well-known 
lecture on “ Indian Political Economy ” descriptive Economics 
lias been extremely popular, and in most Universities in the 
honours courses special attention is given to these topics. It was 
Ranade who stressed in India the relativity of economic doctrine, 
and it was he who emphasised the importance of family and caste 
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rather than competition in determining one's position in life. The 
historical method has been commonly followed and, as elsewhere, 
as in Germany, this leads sometimes to a considerable degree of 
stagnation in Economics because of the resulting isolation from 
the movement of economic thought in other countries. 

These facts are essential to the understanding of the present 
work. Indian Economics is defined as “ a study of the present 
economic position of India from the Indian national point of 
view.” A better definition is the authors' opening sentence, 
where it is described as “ a study of the principal economic 
problems in India with an analysis of their probable causes and 
of any measures that have been or might be taken to deal with 
them.” By the national point of view is meant that the touch- 
stone is in all cases the 'material advancement of the Indian 
peoples. The authors cannot “ consent to any sacrifice for the 
greater glory of the Empire of which we are a i)art, unless w e are 
convinced that the sacrifice asked for is ultimately to the national 
advantage.” But to explain things in terras of historical ante- 
cedents is hardly a complete mode of explanation. 

While the authors have spared no pains in making the chapters, 
especially those on agriculture (wdiich is by far the most important 
industry in India), as full of material as is possible, it is sometimes 
unfortunate that they have depended on secondary sources. Thus 
the chapter on “ Population ” contains out-of-date census figures, 
e.g. those of 1907 and 1911 from Mr. Brij Narairi’s Population of 
India (pp. 44, 47, 49, 50, and 53 of Vol. 1). In the chapter on the 
“ National dividend ” the figures of various writers are given, 
but the reader is left to decide what estimate is the most correct. 
Sometimes the reasoning is a little difficult to follow. In (ffiapter 
III, p. 38, we arc told that “ A highly industrialised and com- 
mercial country with intensive cultivation shows the largest 
density— for exani|>le, England and Wales (649) and Jlelgium 
(654).” On the following page it is stated tliat we cannot draw' 
any inferences about economic position froFii ii mere consideration 
of the average density of a country. On ]>. 49 : “ The pro])ortion 
of female workers to the total female population in India compares 
favourably w ith most of the other countries mentioned above. . . . 
The large proportion of women w^orkers, therefore, indi(;ates that 
very few^ peoide in the country can afford the luxury of idleness 
for their women.” In a footnote, liowever, it is stated : “ For 
census purposes even a woman who is primarily occupied in 
domestic duties and gives only a fraction of her time to a re- 
munerated occupation is counted as a worker.” In Vol. II, p. 
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463, we are told that “ if India had not swallowed up the gold 
and silver, the output of which had been enormously increased 
owing to the discoveries in recent times of new mines and improve- 
ments in the methods of extraction, a great derangement in the 
economic life of European countries would have been caused by a 
rise of prices,** and on p. 465 it is said that “ tlic utmost economy 
in the use of gold is necessary if the present disastrous decline of 
prices is to be arrested.** Jains are said to be confined “ practically 
to Rajputana, Ajmer-Merwara and neighbouring States** (Vol. 
T. p. 41). At the 1931 (.^ensus the number of Jains in India was 
1,252,105, and almost half of this total was in the Rombay Presi- 
dency (including Native States) and Ihiroda. These and similar 
slips will doubtless be noted in future editions. 

On p. 492 of Vol. IT, on the Salt tax, it is stated that 
“ essentially, Jiowcvcr, the tax is undesirable,” but we arc not 
given proof of why tliis is so. “ Though for practical reasons 
it may be impossible to abolish it immediately, this should be 
definitely recognised as the goal of piddic policy, and steady 
ap2}roa<‘lics should Ijc made towards it. Ho long as the tax cannot 
be (Ifspensed with, it should at least be maintained at as low a 
2 nt(di as possible.** Hir Arthur MeWatters, until recently Financial 
Scen’etary to the (h)vcrnmcnt of India, in a 2 )aper read before the 
East India Association on May 24. 1932, showed that the Salt tax • 
is a good Federal tax. It is paid by all consumers in India, and 
it should be one of the most reliable assets of the Federal Govern- 
ment. “ Unfortunately,” he said, “ it has been made an object of 
])olitical controversy,** and lie cpiotcd the views of the Punjab 
(Committee a])])ointed to explore new sources of revenue. The 
Goinmittec was rej)resentative of all the leading communities in 
the Punjab. It made the following signiJicant recommendation : 
“ We have considered a ])ro 2 )osal to levy a surcharge on salt. 
The majority of us, six to one, strongly favour the imposition of a 
surcharge of 50 ])cr cent, on the present Salt tax, which surcharge 
should be paid to provincial revenues. The majority arc of the 
decided oinnion that so far as the Punjab is concerned the present 
Halt tax is not felt ))y any one, as its incidence on the poorer classes 
does not amount to more than a few i)ies ])er person in a year. 
They understand that the present tax has not been increased by 
the Government of India, for political reasons. They consider 
that these reasons do not apjdy to tlic Punjab ; and that a sur- 
charge on salt, if imposed, would be widely hailed as a justifiable 
taxation which would cause no liardship even to the poorest 
classes.’* 

No. 167. — von. XLir. t i 
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On the title-page of these interesting volumes the expression 
is used that the work is “ a comprehensive and critical survey 
of the economic problems of India.” The authors in the main 
have undoubtedly succeeded, but there are places where con- 
siderations other than economic have, perhaps, warped critical 
judgment, 

G. Findlay Shibras 

Indigenous Banking in India. By L. C. Jain. (Macmillan & Co. 

1029. Pp. 274. 155. net.) 

Mr. Jain’s book was a thesis approved for the Ph.l). in 
Economics of London University. It deals with the history and 
methods of indigenous banking in India, as well as with the 
defects and future outlook of this form of banking. Since the 
book was written, the Ko])orts of the Iloyal (Commission on Agri- 
culture in India and of tlie Indian Banking ( Committee have been 
published. These oHicial Reports cover the ground which Mr. 
Jain has covered in regard to rural linance, perhaps in greater 
detail and with greater sureness of touch. Nevertheless, Mr. 
Jain has succeeded well. His chapter on “ The Methods of 
Indigenous Banking,” where the hundi system is descrii)ed, is of 
particular value to the student of Indian banking. It is doubtful 
• if Mr. Jain is correct in attempting to show that a hundi is not 
quite an inland bill of e.xchangc, as ‘‘ one of its main functions is 
to enable one to get advances” (p. 72). Later, on [). 171), lie 
indicates that “ the hundis may be either [)uro finance bills or trade 
bills, the latter being against some produce or goods.” In short, 
as the text-books ]x)int out, the hundi is an inland bill of exchange, 
and it does not ajiproxiniale, as Mr. Jain thinks (j). 72), more to a 
cheque than to a bill, although, as he is careful to remark, it falls 
in legal phraseology under the category of a bill. It is either 
payable on sight — it is then a darshani hundi — or after a stiinilatcd 
period — a deferred or usance or muddati hundi. There is a great 
harvest awaiting the economic historian’s sickle in regard to 
the indigenous system that obtained from the sixth to tlic sixteenth 
century. There is much material both in Sanskrit and Persian 
that has not yet been explored. 1’he East India ( Comjiany Records 
at the India Office and similar contemporary sources have not 
yet been fully examined in this direction. It is to bo hoped that 
Mr. Jain will be able to continue his rescarcthes in regard to these, 
as the gaps in Indian financial history are very great in this 
respect. The description of joint-stoc^k banks in (diapter Vf is 
hardly relevant in so interesting a book. 
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It is advisable to keep distinct the functions of the money- 
lender from those of the indigenous banker who receives deposits 
and deals in hundis in all cpiestions relating to rural finance. It 
is often, it is true, a question of degree. ‘‘ The indigenous banker,” 
says the Report of the Punjab Provincial Banking Inquiry 
(.'ornmittee, “ finances trade and industry ratlicr than consump- 
tion; the urban money-lender consumption rather tlian trade. 
Both banker and money-lender advance partly with, and })artly 
without, security, but the banker more often with than without, 
and the money-lender probably more often witliout than with. 
Tile banker is generally particular about the olijects for which 
money is required : the money-lender is less careful. A further 
difference, and one, no doubt, arising from the last two, is that 
most of the banker’s clients repay punctually, and most of the 
inonov-lcndcr’s have to bo pressed.” It is preferable to keep a 
distinction between the two, as the jiroblcms awaiting settlement 
in regard to each are dissimilar. In regard to the money-lender, 
a sclieme of deljt conciliation on a voluntary basis has been 
recommended liy the Banking Committee, and the desirability of 
undertaking legislation to secure the settlement of debts on a 
c()m])ulsory basis has also been suggested. The case for a simple 
Rural Insolvency Act in each province has lieen suggested by the 
Pvoyal (Commission on Agriculture, and the Banking Committee 
has suggested legislation on the lines of the Punjab Regulation of 
Accounts Act 1930, which imposes on creditors certain obligations 
in the keeping of debtor’s accounts and the extension of the 
Insurious Loans Act of 1 9 IS, an Act wliich, sj)eaking generally, 
has still to be learned by the subordinate judiciary and the 
u|)-country Bar in India. The question of the money-lender in 
any system of Iwiiddng in India must be examined quite apart from 
that of the indigenous banker pro|)er. ^Ir. Jain has not given 
perhaps suHicient emphasis to this aspect of the ])rol)lein. In 
regard to the indigenous ])a,nker he suggests " that in every village 
and small town the indigenous money-lenders and bankers may 
combine themselves on the joint-stock principle, thus ])ooling 
their (‘iipital resources and forming themselves into indigenous 
joint-stock banks. The indigenous money-lenders and bankers, 
it is expected, will act as tlic directors and i)aid employees of the 
bank, besides earning dividends on their shares and interest on 
their deposits, if any ” (p. 238). This suggestion is hardly practic- 
able, as it is asking for the moon to expect these persons to combine 
in the way proposed. A- real anil lasting solution will come only 
by the spread of education. So far as money-lenders are concerned, 
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the object is to prevent usury and to reduce rates, while at the 
same time to prevent the dishonest practices that at present occur. 
No system of licensing, voluntary or compulsory, will solve the 
difficulty, and the suggestions that liave been made above seem 
the best. In regard to indigenous bankers, on the other hand, 
such as the cheitis in Madras and Burma and the Multanis, a 
different line of reform seems essential. It must be rcmeml)cred 
that the indigenous banker performs a very useful function in the 
Indian banking system, and deserves every encouragement. 
Since 18G0, owing to the development of joint-stock banking, his 
position is not what it was, and of the 2r)00 towns of India, joint- 
stock banks and their branches exist in less tlian 400 places. 
Steps, therefore, must, as Mr. Jain rightly suggests, be taken to 
strengthen tlie position of indigenous bankers. The best proposal 
— one which is su])portcd by the Banking In([iiirv Committee — 
is that he should he brought, along with joint-stock and co- 
operative banks, into direct relations with the Reserve or (Central 
Bank, so that adecpiate re discount facilities may I)e granted by 
the Reserve Bank when created. Facilities for remittance of 
fund ; at the same rates as are cxclianged to joint-stock l)anks 
should be given to such indigenous bankers as are included in tlie 
schedule of member banks of the Reserve Bank. There is a great 
scope in tlie banking system of India to-day for indigenous bankers 
engaged in banking proper. It will be for tlie Reserve Bank 
to prescribe the standard which indigenous bankers must satisfy 
before they receive the concession. For example, these bankers 
must keep proper accounts, and these accounts must be audited 
annually by recognised auditors, and their books should be 
available for inspection and audit by the Reserve Rank. 

(k Findlay Siiihkas 

The Briilih Sifslent of Social Insurance, By Rkiuiv Couen. 

(Philip Allan. Pp. 278. 12.s*. M.) 

Tjiis is a necessary book. Mi\ Cohen brings together in a 
reasonable compass all that the inquiring student needs to know 
of our Health, Pensions and Unemployment Insurance Scdiemes. 
He also devotes two additional chaptci*s to the law of workmen’s 
compensation and to the various types of industrial assuraiuje 
administered by commercial houses or by collecting societies. 
The book is, in fact, the only ujj-to-date work of reference covering 
this range, and it fills an inexcusable gap in the literature of social 
economics. A similar text-book dealing with our public health 
and education services and our modern public assistance system 



1932] 


STOCKING : THE POTASH INDUSTRY 


473 


would not come amiss, for these are just as much a part of the 
British system of social insurance as the five contributory in- 
surances selected by Mr. Cohen. 

Technique is a vital factor in social administration. For too 
many yciars it has been left almost wholly to officials and to in- 
terested parties such as the Approved Societies. No one else has 
known enough to criticise. Not since the spacious days of 1909 
(following the report of the Poor Law Commission) lias the subject 
been adequately ventilated and discussed. We liave been content 
to will the ends and let who will devise the means. That is partly 
the reason wliy, to-day, our social services arc patchy and in- 
consistent one with another. Scheme has been added to scheme 
without any coliercnt view of the place which each should fill in an 
ordered system, and without sufficient disinterested criticism of 
technique. And how long is it since a British Cabinet sat down to 
review our social policy as a whole — ^which services should be 
national and which local, which free and which not free, whether 
the contributory principle was justifying itself, and, if so, could it 
continue to depend solely on the existence of a contract of employ- 
ment ? 

But all this is going beyond Mr. Cohen’s scope. He is writing 
for the elementary, not for the advanced, student. And rightly, 
l)ccause the latt er scarcely exists. Mr. Cohen is neither speculative 
n(»r critical — except in one respect. He is a bit of a party poli- 
tician. He tries to show that the contributions of Conservative 
Oovennnents to the immense structure of our social legislation 
liavc invariably been ins])ired, whereas those of Socialist ” 
(Jovernments have not. The truth is, of course, that there is not 
a pin to choose between them. But the political note is by no 
means obtrusive, and the book, as a whole, is to be commended. 

B. C. Davison 

Thi Pofash ImJuslrij, a Study in State Control. By Gkoroe 

Ward Stocking. (New York: Bichard II. Smith, Inc. 1931. 

Pj). X -I- 343. S3.) 

Potash is found at present in five districts in Cerniany as well 
as in the ar(‘a transferred to Franco after the War, and under 
widely varying conditions both as regards its chemical character 
and its physical occurrence. Under a system of free enterprise 
speculation on a free and easy scale ” was invited and was 
strengthened by the fact tliat once created capacity tends to remain. 
“ Over-capacity is, therefore, likely to prove a normal character- 
istic of potash milling under a sA-stem of comiietitive control.” 
Increase of output, by reducing overhead charges, will tend to 
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reduce unit costs, but reduction of prices does not directly affect 
consumption, which depends in the main on changes in farmers’ 
habits, stimulated by propaganda. Therefore, ‘‘ competition 
must prove an awkward and ineffective system of control for this 
mineral resource.” Germany has always been under the influence 
of mercantilist doctrines, but there is “a marked distinction 
between the earlier and the latter-day mercantilism as it has 
manifested itself in Germany. . . . Under the former the State 
utilised business for the advancement of State ends, whereas in 
the latter the business inari has utilised the State for the advfince- 
meiit of business ends.” The earlitu* idea was particularly 
characteristic of the period but was still in fonxi in 

the middle of the nineteenth century, when the ])otash industry 
came into being as an offshoot of salt-mining. Ideas of industrial 
Liberalism, derived from England, j)enetrated Germany about 
that time, and the principle of freedom in mining was introduced, 
guaranteeing to the finder a lease in ease a miiu'ral was discovered. 
Most of this excellent book is taken up with a historical account 
of the clash between the two opposed ])rinei|)l(‘S of State control 
and tree enterprise in mining, and of the economic eonse(piences 
that ensued. 

Potash mining was hegim in ISfll, and for the next thirteen 
years was conducted only by the governments of IVussia. and 
Anhalt, but the refining and marketing of the miiu^ral were in 
private hands. Prices were high and the factori(‘s made Jarg(*- 
j^rofits, attracting new capital, so that in 1805 there w('rc (‘ightc'cn 
establishments. Competition ami technical improvements brought 
down prices from ^12 marks ])er 100 kg. for SO per (?ent. ])ota-ssium 
chloride in 1S02 to 12 inarks in IS72, with resultant bankruptcies 
and a weak price agreement which was dissolved in 1S77. Potash 
mining had been thrown open to the public in ISO.'i, and in IS77 
there were two private mines besid(*s tin; two States mines, arid 
any one of the four could readily have sui)plied the market. 'I he 
State in(;omo from the mines was imperilled, and’the first “ fiscus 
(cartel ” for the limitation and apj)ortionment of output was set 
up in 1870. This assurance of jirofits attracted fresh enterprise, 
in which the Prussian State took ])art in order to maintain its 
quota for treasury purposes. Up till 1010 reorganisations of the 
Syndicate aimed at stronger 8tat(j control, and the factories in 
their turn established a central sales office whi(;h continued under 
varying forms till 1000. One special concej’n of the Prussian 
Government was to secure favourable prices of ]>otash for G(Tn)an 
agriculturists, the Syndicate remaining free to fix prices for 



1932] 


STOCKING : THE TOTASII INDUSTRY 


475 


exports. Fortunately for the industry there was an enormous 
expansion of demand which enabled the Syndicate to raise prices. 
“ These numerous developments — ^increasing prices, increasing 
demand, decreasing costs in the developmental processes, the 
Syndicate’s endeavour to prevent outsiders from sharing in the 
bounty, the speculative possibilities of hidden treasure — all made 
for a wild hunt for potash.” The end was confusion. “ The 
winds of competition sown by the State itself threatened to become 
a whirlwind of Syndicate destruction. Hitherto, as new works 
appeared on the stage of action, increasing demand had made 
ready for them a productive role. New quotas could be carved 
from increased sales. From 1900 forward, althougli sales in- 
creased continuously, potash producers increased at an even 
more rapid rate under the exigencies of free enterprise. Quotas 
were assigned to new companies at the expense of older works 
already in the Syndicate — works, incidentally, which had built up 
a productive ca])acity based on undiminished quotas. Entranee 
of new works into the Syndicate meant, therefore, an increasing 
burden upon those already within the fold. Failure to admit 
new works, however, meant price eoni])etiti()ii, a demoralisation 
of the market, and a loss of sales.” 

A bitter fight for the American market produced the Potash 
Jiaw' of 1910, which plac('d the industry definitely under the con- 
tn >1 of the German lm{)erial Goveu-nment . ^laximum domestic and 
minimum ('xport ])rices were fixed till 1913, production was allo- 
cated in definite proportions subsequently variable by a committee, 
and excess production was subjected to a tax. Quotas could be 
transferred and mwv companies w’(‘re only entitled to a quota 
if they had a certain minimum annual eajiacity. But the figure 
fixed soon proved too small to be an ellective limitation of entry. 
'J'lie fight for quotas soon took main" mnv forms, and “ under tlic 
tolerant influenco of a paternalistic measun* which aggravated the 
evils it w’as designed to curb, excess capacity in the potash industry 
continued its Skyward flight.” The European War brought 
additional troubles, and in 1917 only 100 out of 200 shafts were in 
normal operation. The Peace broke the German monopoly of 
potash l\y transferring the rich Alsatian mines to France, 'riie 
Socialist Government attempted to* combine the principles of 
ultimate State control with immediate administration of the 
business units by business men. The Potash Law of 1919 set up 
a Potash Council representative of producers, consumers, em- 
ployees, and the State, and three boards to deal with quotas, 
wages, and jiroiiaganda, together wdth two appeal boards for 
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quotas and wages ; the first of those boards was also to examine 
into the efficiency of individual mines. Finally, a decree was 
issued in 1021 prohibiting the sinking of new shafts till the end of 
1928 and regulating the continuance of quotas. The monster of 
unrestricted competition was thus got rid of. Inefficient mines 
were closed down, an agreement was made with the French mines, 
the Prussian treasury was relegated to a subordinate place, and 
all along the line business enterprise succeeded in transforming 
a mcrcantilistically controlled syndicate into a syndicate controlled 
for business ends. 

Tlie author de vote's tlie thinl part of liis book to an elaborate 
comparison of the fruits of mercantilist control and business 
control, to the advantage of the latter, but we cannot go into that 
now. He does not tliiiik the industry lias been socialised ” and 
he holds ‘‘ that the stabilisation in foreign markets at wliich the 
Franco-German accord aimed has been achieved, and that it is 
price-stabilisation at levels higher than would liavc' l)een likely in 
the face of com})etition.” There still remain to be faced in the 
future problems of capacity, of the disposal of by-products, and of 
the competition of other fertilisers. Finally, then' is a discussion 
of the possibility of recreating an American potasli industry 
similar to that which existed during the War, but of this iMr. 
Stocking is only moderately hopi'ful. H. \V. Machostv 

Prospetfive Ecmomiclie, 1\velfth edition. 10112. lly G. .Alori- 
TARA. (Universita Boeconi di Milano. Pp- r ) 

In the twelfth edition of his well-known and admirably pro- 
duced Prospeftive Economichc, Professor Mortnra traces the for- 
tunes of and discusses the outlook for cereals, wine, olive oil, 
coal, petroleum, hydro-electric power, silk, artificial silk, flax, 
cotton, wool, iron, copper, maritime transport, railways, money, 
and public finances. In each case comparisons are given for 
recent years and for })rc-war years, and the statistical tables 
relate to all the relevant countries of the world for^vhich informa- 
tion is available, estimates being given of the aggregate of world 
production. 

The survey does not make cheerful reading, dealing as it docs 
largely with the acute slump conditions of 10;]0-31, and the fore- 
casts of the future arc weighed down in most cases liy the existence 
of vast accumulations of sto(;ks and by the general contraction 
of demand. The few bright signs of possible improvement afford 
scanty comfort in the face of political uncertainties and the 
growing excesses of economic nationalism. 
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Professor Mortara points out that Italy has been less seriously 
affected by the world cconomuj crisis than the majority of other 
countries. “ The special characteristics of tlie Italian economy 
in which forms of activity which satisfy directly and national 
requirements predominate, the fact that our population is accus- 
tomed to a modest standard of life, the widespread habit of saving 
and mutual aid, and the efficacy of Government action, have 
contributed to lessen the evils of the crisis and to avoid the spread 
of an exaggerated pessimism — itself a factor causing greater 
depression. ... An active policy of public works has reduced 
unemployment, paving the way at the same time for a more per- 
fect economic adjustment of our country to the better days 
which are to come. . . . The corporative organisation has on the 
whole justified itself. . . . The State has resisted all attempts 
that have been made to cause it to intervene directly in produc- 
tion, and has adhered to the i)olicy that its fundamental sphere 
of action lies in the disciplining and co-ordination of private 
economic activities. Wo hold that in so doing it has ])ursucd 
the course most likely to conduce to the national interest and to 
bring about conditions favourable to the attainment of effective 
international agreements.” It is, in fact, in the development of 
international economic agreements, which presupposes in his 
view the systematic intervention of the State in the co-ordination 
of national economic activities, that IVofessor ]\rortara secs the 
only really hopeful remedy for the economic evils which at present 
afflict the world, though he realises that these will lie difficult to 
bring about and necessarily slow in their action. 

C. W. (iUILLEBAUn 

Prohleme der WcrtleJnr, Edited by L. ^Ijsks and A. SriKTiroFF. 

(Miinchen : Dunkcr and Ifumblot. 13 in.) 

'I'uis collection of essays on the Theory of ^^vhlc offers a very 
convenient ])resentation of the contem])orary condition of pure 
economics in (?tu’many and Austria. TJio Austrian theory of 
subjective value, still proceeding in the tradition of Jlenger and 
Bdhm-lhiwerk, but considerably elaborated in recent years, 
occujues the centre of the picture ; its o])poncnts are numerous 
and important, but they rarely escape from its influence. In 
this book Viennese orthodoxy is represented by Professor jNIises, 
Dr. Morgenstern, and Dr. Vleugels; while Dr. Furlan prefers the 
Lausanne apj)roach, but is perfectly conscious that ho is in funda- 
mental agreement with the Austrians. The orthodox do, indeed, 
set a good example in tolerance ; the theory of value has travelled 
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a long way since the days of Jevons, Walras, and Menger, but the 
schools which derive from them are only “variants,*’ “Kinder 
der gleichen Mutter,” between which there is no irreconcilable 
contradiction. Indeed, it seems possible to trace here signs of 
a very close rapprochement between Lausanne and the newer 
Austrians — a development which is pregnant of great possi- 
bilities. 

Of the opposition, Or. Kromphardt contributes an ingenious 
and candid defence of Cassel ; but ho does not seem to meet the 
central difficulty — Cassel’s “ normative ” use of the Lausanne 
equations. Professor Liefmann’s and Professor Gotti’s objec- 
tions to the Austrian theory seem little more than verbal. Pro- 
fessor Spann contributes an outline of his remarkable system. 
Finally, Professor Oppenheimer and Professor Zcisl represent 
Marxism, though of very ditTcrent kinds. Professor Oppenheimer 
pours his blessing upon the classical economists, apparently 
])ecause they held the Labour theory of value; while Professor 
Zcisl, so far as pure economics are concer?ied, seems to be in 
astonishingly complete agreement with Professor Mises, though 
one gathers that his application of the subjective theory would 
be widely ditlercnt. 

J. \{. Hicks 

London School of Economic’^, 

American Economic Thoiajht in the Seventeenth Centnrf/. By 
K. A. J. Johnson, Bh.D., Assistant IVoh'ssor of K(‘onomics, 
Cornedl ITnivcrsity. (London: J\ S. King and Son, Ltd. 
11)32. Pp. xi + 21)2. Price 12.v. net.) 

To trace the dc'V'^'lopment of economic thought in a young 
community occupying a virgin soil and equipped only with the 
power of its fjwn liaiids — such is the attractive study to which Dr. 
Johnson invites us. With this purpo.se lie has ransacked the 
contemporary literature both of religious admonition and of 
business precepts and has woven all this seatt(‘red material into a 
quilt, which indeed is jiatehwork but yet in th(‘ highest degree 
satisfactory. Kobinson Grusoc? did not tackle the j)r()blems of 
his island without some aid derived from outside civilisation, and 
the early settlers of New England and Virginia brought with them 
a mental equipment and idea.s rooted in the remote jiast. As 
Dr. Johnson says in his preface, “the economic thought of the 
American seventeenth century is important in itself as one of the 
last outi)osts of modiicval economic thought. The lleformation 
created renewed interest in the inter-relation between Christian 
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ethics and economic conduct. Puritan leaders hoped that, in a 
new world, all economic activity could be made to conform with a 
moral pattern.” 

It was a matter of common belief that the State should 
exercise an intimate control over the economic life of the com- 
munity, and “ the colonial records arc literally cluttered up with 
economic legislation.” From the very beginning it was recognised 
that the first duty of the local government was to see that its 
citizens did not starve ; agriculture was fostered, especially for 
food supply, and many warnings W'cre given to Virginia against 
the danger of devoting itself to the lucrative production of 
tobacco at the risk of food scarcity. “ Although regulation of the 
('conomic activity of the individual was highly paternalistic, it 
was essentially repressive^ rather than assisting. Jiaws were 
designed to restrain excessive expenditure, excessive prices or 
excessive wages.” The mediaeval ideas of a just price and a fair 
\vfigc were taken over, but applied rather to control the seller of 
goods or labour than to ensure that he should have a fair reward. 
The id('as of the study in due course shattered against the facts of 
the market, for, as the magistrates said in one case, “ a certain 
rule could not be found out for an equal rate between buyer and 
s(‘llei*, though much labour had been bestowed in it and divers 
laws mad(\ which, upon experience, were repealed, as being 
licit h(‘r safe nor equal.” 

Colonisation was advocated in England under the mercantilist 
id(‘as that foreign trade was a means of enriching the country and 
that a nation and its colon i<*s eoidd become a self-suflicient 
economic entity, 'riie colonies w ere to supply the mother country 
with necessary commodities and to produce also such goods as 
lish, salt, and timix'r that entered into international trade. The 
early American writers Avere also mercantilist, but they took, as a 
rule, little stock of the advantages of colonies to England. Shift- 
ing the emphasis altogether, “in the order of their relative im- 
portance, four functions seem clear : lirst, refuge from economic 
oppression and the ])rovision of economic o])portuiiity ; secondly, 
opportunity to regulate economic miitters in accordance with 
ndigious or moral ideals; thirdly, a solution of the English 
population problem; and, lastly, provision of goods desired by 
the mother country.” The colonial attitude towards trade w^as 
“ strangely paradoxical.” For wdiereas the regulation of colonial 
trade by the mother country ivas condemned as ultimately 
injurious and iinAvisc, the several colonial assemblies attempted to 
regulate their domestic trade by profuse and minute legislation. 
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These laws embodied, “ especially in New England, a great 
many mcrcantilistic ambitions : regulation of trade with the view 
of building up an economically self-sufficient political unit. But 
whether traditional, or politically purposeful, the seventeenth 
century extensively regulated trade. The export of foodstuffs 
without license was forbidden, as was the export of money. 
Profits were limited by legislative maxima ; markets were 
established and supervised. The quality of goods brouglit to 
market ^vas specified and defined, the “ exposure ” of defective 
goods prohibited, and provision was often made for a time liitiit 
between the date of importation and the date of sale, so that all 
prospective buyers might have notice. ‘ Staple * articles for the 
export trade were defined legislatively by most of the colonies, 
and export monopolies were created by the colonial assemblies.’’ 
And so on, with the familiar regulations borrowed from England 
against regrating, forestalling, and engrossing. Some of the 
writers held different views from the legislators : “ Liberty, said 
John Smith, increases trade and trade enricdics the state; in the 
long run, low' customs are more profitable than high duties.” 

The American colonists had a long experience with produce 
money, and John Woodbridge well brought out the advantages of 
“ money ” (in our sense) as generalised purchasing pow’(‘r and as 
saving time in exchanges. ‘‘Money,” he said, “is that One 
Thing, which as a Medium of Tradt' answ'(Tcth All things. For 
where it is in plenty no Buyer will be Imund t«) one Person, (u* 
Market; nor purchase Credit at tlu‘, (Irautor's prici*; nor be 
necessitated to become servant to the Jjcnder, if he have money 
to answ'cr his occasions ; nor wdll run the hazard f)f 1'rusting:” 1 1 e 
W'as an advocate of paper money in the sluqie of bank bills (com- 
modity or land bank) w hich w'crc of “ real, durable, and secure 
value,” being based on goods or land, W'hercas treasure “ allures an 
Enemy and is covetously hoarded up,” besides being subject to 
wear, adulteration, or loss. Mather and Blackw'cll also defended 
the Massachusetts bills of credit as currency, for they wen* s(*(uinHl 
on “ the credit of the w hole country ” ; moreover, as they were in 
the place of specie, goods w’ould have to bo exported in j)ayme?it 
for imports, thus preserving a “favourable balance of trade.” 
The paper-money enthusiasts w'ere eloquent on the stimulus to be 
given to trade by abundance of money; our modern inflationists 
have few new ideas ! Discussions on banking followed closely 
the debates in England that preceded the founding of the Bank of 
England. Three projects, put forward by Woodbridge, Blackwell, 
and Budd, arc described in a most interesting chapter. Wood- 
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bridge’s plan was cumbersome, but Blackwell’s was of importance. 
Besides embodying the principle of a land bank, he contemplated 
the provision of capital by the bank partners, and the issue of 
bank bills against deposited land mortgages or staple goods (to 
one half or two thirds of their value). These bank bills were to be 
in various denominations, equivalent apparently to our bank 
notes. The storehouses for the goods were to serve as con- 
tinuous open markets. 

Enough has been said to show the interesting matter contained 
ill this book. It forms a useful supplement to English economic 
literature of the seventeenth century, and, from another point of 
view, exemplifies at once the fertility of the human mind and the 
antiquity of ideas. Few of the proposals jiut forward by the 
])amphloteers of three centuri(\s ago are quite dead to-day. 

If. \V. Macrostv 

The Economic Uidory of Emjlaml ( 1 700- 1 SCO). By A. Uedfoud. 

(Longmans. 1931. Pp. 221. 3**. GtZ.) 

Du. IIedford’s book ajipears to ))c intended as a mennber of a 
new seri(*s, “ The FA'ononiic History of Great Britain,” of which 
Principal J. F. Kees is the general editor, and the intentiou of 
'which is stated to be to correct the generalisations of popular 
text-books in the light of recent research and to “incorporate the 
iKiw conclusions [of the monographs] in a continuous account of 
economic development.” This account is to be rendered in 
volumes by several liands and in a form to reach the general 
reader as well as the academic student. 

About the possibility of accomplisiiing bolJi the correction of 
ciu'iviit generalisations and the provision of a good summary of 
modern research for the use of students, within the limits of the 
same treatment, one may perhaps feel a little doubtful. Some 
existing generalisations se(*m to require replaci*ment rather than 
(jorrcction. Perliaps it is less the unity of a narrative or digest 
than the more fundamental unity of subject-matter obtained by 
establishing general rt*lations among the facts as ascertained, which 
is the la(;k of (Hjonomic history at the present moment, without a 
remedy for which, the really satisfactory and illuminating guide 
for students can hardly be constructed. 

Ifow'ever, even if new^ bottles ai^e wanting, it is only necessary 
to admit that wine must still be carried, to acknowledge the 
merits of this extremely concise study as an introduction to the 
main results of recent work, its virtues in this respect being 
about in inverse proportion to its size. Dr. Bedford covers in 



482 


THE ECONOMIC JOUllNAL 


[sept. 


seventy thousand words ‘‘ the most controversial century in the 
economic history of England ’’ in a way which gives his book 
superiority over every other introduction of similar scale, and 
over some works that are bigger. The material is intelligibly 
arranged, if a trifle conventionally, among very manageable 
chapiei's. Notes are kept down to a minimum; but tliere is a 
bibliography, which is more useful to tlie average reader, and 
very w'cll balanced, as indeed is the wliole of the book. In tlie 
allotment of space among topics, the scales arc fairly lield, as 
between agriculture and industr^^ foreign trade and finance, and 
between regions, and among industries. Ibnvever, there is no 
account of the beginnings of foreign investment in the age succeed- 
ing Waterloo, which seems no unim])ortant i)art of the economic 
histoiy of the country at that time, and can make good reading. 
The description of ])ariieulaf imlustries derives support from 
recent special impiirics: from the investigations of ^Ir. Ashton 
and IMr. Sykes into the ('ighteenth-centnrv coal-trade, for instane(\ 
and of Dr. Roll into tlie r(‘e()r(ls of the Boulton and Watt firm. 
Even the account of th(' cotton industry, upon which so much 
has been done, takes on further satisfa(doriness from the extra- 
ordinarily effective research of Mr. Wadsworth and Miss Mann. 
The general tendency of the treatment will ])t‘ to ])ush towards* 
the back of the student’s mind the notion of spcaaal im])()rtaiic(‘ 
residing in the changes of organisation and imdhod within any 
particular industry and to bring to the front the general j)roct‘ss 
of industrialisation, in wliieli the industrial transformations of the* 

1 700-1 S(»0 period take* their place as a ]>hase ; piuhaps not a very 
well-marked jdiase, but oiu* of ]}oud(*rous dcvclo[)mcnts. Among 
points in the gt'ueral treatment which seem particularly lusitly 
explained are the account of the ri.se of mod(‘ni business asso- 
ciations, for })rice fixing and other purj)os('s (40 51^, of th(‘ 
agrarian distress which followed the Enmch wars (07-102), of the 
progress of railway building and amalgamation and the <|uestions 
of public policy that arose out of tlicun (I.S7~107), of the dc'velop- 
ment of company law' (100-100), and of the ])roc(‘.ss of the rise in 
prices, in the period following thi^ gohl discovi‘ri(‘S (200 204). 
Some of these improvements, it .should be said, arise not only from 
the general juogre.ss of iesearch, but also from th<i right wli id i 
Dr. Redford has assumed, and exercised, of supplementing and 
correcting the standard accounts by ind(‘])endcnt reference to tin? 
sources, and to liis admirable judgm(‘nt in the linking of toj)ics. 
The kind of tn^atment adopted throughout favours exa<jt detail 
and actual magnitudes, even to tlie point of being a little “ packed/^ 
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As regards details, the student’s knowledge both of parliamentary 
committees and currency problems will be improved when he 
reads that, in the controversy between the Banting and Currency 
schools, such committees asked more than fourteen thousand 
questions “ without coming to any conclusion,” and his sense of 
the intricacies of foreign trade deepened when he hears that, in 
the wisdom of Parliament, the importation of bulrushes, manna 
and canaries into this country was subject to duty down to the 
year 1845. It seems a pity, though, that no room could be found 
for a diagram or map or two, as they car bring some things more 
vividly before a reader than the written word. 

Upon the wide social issues involved in his sulqcct, Dr. Bed- 
ford is exceedingly discreet. Owing to the scale of the book, the 
treatment of the intricate and immense interactions of industrial- 
ism with growing population and witli institutions and con- 
ceptions of government and L*nv is limited, though (‘ffectivc, and 
the background of industrialism in the profounder social changes 
of the sixteenth and seventeenth eenturies is practically excluded. 
'I'he book achieves its severely limited aim so pcrf(H*tly that one 
cannot help wishing its aim had been wkhu*. Since tlie general 
n hit ions betw een things form the problem, they cannot very w ell 
ulways be ])reeisely explained; but they do need reminder to 
stiuh'nts, trained in their narrow lields, and skilled exposition for 
the general reader, w'ho has the best of reasons for knowing that 
they exist, and indeed is interested in nothing else. 

\V. II. B. COI KT 

of Binninfjhdw . 

Agriciillural Dcprcs.sion and Farin Belief in England lS13-lSo2. 

By JjKOnard P. Adams. (P. S. King & Sou. 1932. Pp. 

191. 7cv, Of/.) 

This little book is scarcely adequate to the interest, import- 
ance and dillieulty of its theme. It is a useful but superficial 
summary, and not a si'rious contribution to knowledge. The 
author, who is Instructor in Economics at Cornell University, 
lias made some use of original authorities, such as Parlianicntary 
Papers, Hansard and the Farmer s Alagazine, and has taken 
account of Professor Silherling's index numbers; but he seems 
to have relied mainly upon such >vell-known secondary authorities 
as Lord Ernie’s English Farming Past and Present and Smart’s 
Kconeymic Annals, and he shows no knowledge of Professor Clap- 
ham’s volume on The Karhj liaihrati Age, of Professor I). G. 
l^arnes’ Hii<tory of the English Corn Laws, or of Mr. Fay’s article 



484 THE ECONOMIC JOURNAL [SEPT, 1932 

on Corn Prices and the Corn Laws 1815-1846, which was published 
in this Journal in March, 1921. 

Mr. Adams* knowledge of the background of his subject is 
very defective. He uses language (p. 9) which seems to imply 
that Tull flourished in the second half of the eighteenth century, 
and on the same page definitely speaks of Lord Townshend and 
Mr. Coke as being “ the best examples of ])rogressivo fanning at 
the beginning of the nineteenth century,** and assigJis one of 
these — it is uncertain which — to Leicestershire ! It is hard some- 
times to know whether he means what is wrong, or has failed to 
express his meaning clearly. Most readers would, I think, gather 
from pp. 13-14 that enclosure first attracted the attention of the 
House of Commons in 1797 and that the great enclosure move- 
ment began with the nineteenth century, and one who did not 
know the facts already would be surprised when lie read later 
that “ in tlie period 1770 to 1799 rarliament passed a total of 
409 enclosing bills.’* Mr. Adams actually goes out of his way to 
make misleading statements. On j). 15 ho si)eaks of the Naviga* 
tion Acts as “ inaugurated in the reign of J']lizaboth,’* and, speak- 
ing of the beginning of the nineteenth century, says that “ wages 
were still fixed l)y the justua‘s of the peace in many districts.” 
Even when he gets down to his proj)er subject, he is still fearfully 
inexact. It is misleading to say (p. 137) that the Royal Agri- 
cultural Society was founded in 1840.” That was the year it 
received its charter; but it was formed tuo years earlier, and 
had started its Journal and held a show at Oxford in 1839. It 
is misleading, again, to say that the Tithe Commutation Act of 
1830 made tithes payable in money “ the amount of which was 
to vary with its purchasing power ** (p. 172, cp. p. 104). 

The best part of the book is the last cha])ter, which gives us a 
“ Summary and Conclusion,” but here a general failing, which is 
noticeable also in other cJiapters, becomes more iniiiortant. 
Except for a casual statement that “ the more ra])id turnover of 
capital in manufacturing was an advantage under conditions of 
falling prices ” (j). 100), avc find no apj)reciation of the fact that 
agriculturists tend to feel the effects of a (4uinging price level more 
than those engaged in industry, and arable farmers more than 
grassland farmers. Much which Mr. Adams has found puzzling 
would have been clearer to him if he had taken to iieart the article 
on The Economic Lag of Agriculture} which was published in this 
JouKXAL in December, 1925. 

Reginald Lennard 

* Hy Dumpier Wliethum (now Sir William Dumpier). 



NOTES AND MEMORANDA 


Notes on the General Situation oe India 

At a time when the world is suffering from economic depres- 
sion and a serious discussion is going on about cancellation of 
rejiarations and reduction of puldic debts, it is essential that 
some facts about India should not be lost sight of by those W'ho 
mould public opinion in England. 

The first thing to which I wish to draw pointed attention is 
the fact that, unlike England, India is a debtor country. Her 
total foreign liabilities, compiled by me in 1029, which amounted 
to nearly 1000 million sterling, are composed of the following 
items ; 


£ Mn. 

Stcrliiifc and railway invrsliiirrits ..... 400 

Municipal and poi't trust. hurrowinKs . . . . . . 10 

liivostinont in companies registered in India .... 100 

Invi'stinents in eompanies ojjeratiiig in India but ivgistt‘r»‘d oulsi<l(* liOO 
Invi'st ment in nipet* s(*(Mirities . . . . . . . I.IO 

Other inv(‘stinentB not comprised in the above .... 140 

£1,000 

Since then, on account of depression, the j)rofit on commercial 
investments lias in some ca.ses been very substantially reduced, 
while in others it has altogether vanished. On the other hand, 
our sterling loans have increased from £100 millions to £430 
millions. Rut even if we make allow'anco for the reduced return 
on commercial investments, a substantial amount is rerpiired to 
be ))aid every year for our debt commitments. To this should 
bo added our other annual liability, called hy the name of “ Home 
(/barges,” which constitutes ]iaymcnts towards pension and 
other commitments in Great Rritaiii. This amounts to nearly 
23 erores of rupees. (It is about 40 erores in all, but 17 crores 
represents interest which is already taken into account above.) 
I had estimated in 1929 that our aiiniial liability thus comprised 
amoiiiited to 103 crores, and in compiling this figure I did not 
take into eonsidoration other items of non-visible imports, such 
as freight, insurance, etc. The question is : Will India ever bo 
able to pay off her total debt, or will she even bo able to redeem 
No. 1G7. — VOL. XLH. K K 
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her annual liabilities? Our visible balance of trade between 
1020 and 1930 sto6d as follows : — 


(111 thousands of ru]) 00 H.) 


Year. 

Kxoohs Kxjjorts. 

Excoas Import H. 

11)20 21 . 

. . 

88,29,80 

1921-22 .... 


40,17,16 

1922 22 .... 

9,21,09 


1922-21 .... 

70.00. If) 


1924-2.-) .... 

.12,84.80 



192.1-2(1 .... 

99,16,24 


192(i 27 . 

.20,91,12 


1927 2S .... 

26,98,00 

— 

192S-29 .... 

44,81,10 

. 

1929 20 .... 

40,.19,20 


'Total . . . ‘ 

2.97,28,04 

l,24,r)7,02 


From this it will be seen that on the average India has remitted 
just over 20 crores per annum against her total invisible imports, 
which at present exceed 100 erorcs per annum. The position 
was no l)ottcr before the War. The result has been that our 
foreign debt has l)eon mounting from year to year. In lUU) it 
was estimated at a figure of £305 millions, whereas it is now 
abouc £1000 millions. 

Before the War the tendency of the foreign merchant or 
investor in India was to re-invest a substantial i)()rtion of his 
earnings in India itself. After the War this tendency was sub- 
stantially changed. The investor, parthrularly after the War, 
has made endeavours to take his earnings out of the country; 
but except that such tendency, coujded with the fall in ])rices, 
has caused a great strain on the value of the ru[)ee, the foreigii 
investor has not materially succeeded in exjiorting cajiital abroad. 
The rujico, as a result of this two fold strain — vi/.., e.\j)ort of ca]>ital 
and lower jjiices- -fell in 1020 from 2.v. to bv. By means of 

severe contraction it was i)iifred up again to Is. Or/., and stabili.sed 
at that rate; but it was again found imjiossible to maintain it at 
this over-valued rate. High money rates, severe contraction, 
and constant borrowing by the Covernment at as liigh a rate 
as 8 i)er cent, had become a normal feature wlien the sterling 
exchange collapsed. The collapse in sterling was thus a (lod-sent 
opportunity to the Finance Member of the (Government of India, 
and caused some relief to the stcriing-rii])eo exchange. Jhit 
the ([uestion how India is going to redeem her liabilities is as 
unsolved to-day as it over was. 

One method to ligliten lier })urdcn in this behalf might be for 
English merchants to settle themselves in India for all time and 
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make it their homo, and thus convert the foreign debt into 
national wealth. India would undoubtedly welcome such a 
move on the part of British merchants. Such a position, apart 
from materially contributing to the Indian coffers, would con- 
siderably take away the force of the criticism often levelled against 
the British merchant, and with justification too, that ho is a mere 
bird of passage. But I am afraid the Britisher will never look 
upon India as his own homo. The idea of a hunting-ground 
from w^hich in course of time he must retire will continue to be 
his (iherished notion. 

The other method to reduce our foreign burden is to increase 
our exports. Condition precedent to this must ))e an increase 
in our i^rodiictivity. But the question is : Ilow to do it ? 

A second point worthy of consideration is the question of 
private debts. It has been estimated that the total debts of 
the agriculturists amount to 900 crores. I'his has been growing 
from year to year. 'I'he poverty of the Indian agriculturist is 
])rovcrbial. Every year ho makes ])oth ends meet by borrowing. 
There are no reliable data about the income per capita of Indians, 
but having regard to the serious fall in prices, we can safely assume 
that it has been substantially reduced lately. 'Fho last figure, 
compiled in 1920, was lls. 45 per capita. Since then prices have 
fallen to the extent of more than 50 per cent. This must have 
had a very serious olTcct on the income of every one, but in order 
to get a correct jicrspectivo of the condition of the masses one 
has to eliminate the income of the few rich and thus find out the 
income of real India, wliich constitutes 85 j)er cent, of the ])opu- 
lation. It can then alone be realised what a pitiable ])osition the 
Indian agriculturist enjoys, or may I say, sutTers from. 

The fall in sterling last September has given him no relief. 
Although tlie index figure is only slightly lower than what it 
was ill September, tR'iees in whicli the Indian agriculturist is 
largely interested have again fallen tremendously. The following 
table will give an idea : — 




i t\‘rcals. 

Puls 


Oil 

Seeds. 

lu.stan 

Oil. 

J<aw 

.lute. 

id:)!. 

Si'pU’inl )(.*!• 

7.3 

!H 

03 ' 

7S 

05 

51 



77 

91 

OS 

SS 

64 

03 


N«.)vt‘nibrr 

7<) 

1»0 

7.1 

SO 

0.1 

00 



, 7S 

lOS 

OS 

SO 

05 

58 

1932. 

.Ian wary 

i 

100 

01 

SI 

05 

52 


Fi>bruary 

1 72 

9r» 

02 

SI 

0.1 

51 


March . 

1 TO 

so 

00 

72 

01 

49 


April . 

1 00 

S3 

.19 

71 i 

01 

45 


May . 

j 00 

S7 

57 

72 1 

57 

42 


K k2 
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Thus it Mdll be seen that . his ])osition has actually grown worse. 
The result of this distress has been a large export of gold. The 
following table will give an idea how tlie parting with the 
‘‘ distress gold ” began long before the fall in sterling, and how 
it received an impetus on account of sterling depreciation : — 

Gold Exports and Sales to the Government Treasury in 1931-32 


Month. 


Exports. 

tlolil Tendered 
to Treasury. 

April 


. j Nil 


May 


. 1 Nil 

I 

June 


. ! ot 


J uly 

August 


. i 13 

. : 20 ' 

^ 7 Frores 

1 

Septomhor 


- 1 20 . 

} 

(It'toblT 


O.O.”) ' 


Novernb(‘r 


. j S,;i7 : 


1 Jet *0111 hor . 


. : 17,77 i 


Jamiary • 


. ! 0,27 ; 


February . 


. 1 7,r>7 ! 


Man.li 


. ■ u.ss i 




1 (>(t,77 i 

7 (’rn?'» s 


M 

The Indian agriciiliiirist lias been able to manage somehow 
so far. The sale of gold helped him iii making both ends meet; 
but it is, after all, a passing jihcnomenon. At the most it must 
cease by the end of this year. Tlio (piestion is, W'hat mixt 'i 
With no gold left for sale and with no rise in ])rii‘es, and with liis 
fixed charges, i.e., land revenue and interest wliidi have now 
become simply intolerable, how is he going to manage?. The 
question may be tragi(tally put, How is he going to live ( 

The third (piestion is about our ])ublie finance. Political 
and economic inlluences arc both working towards causing a gap 
betw(?en the income and expenditure of the Central and Pro- 
vincial Governments. TJkmc has been a deficit of 21 croros in 
the budgets of 1931-32. The law of diminishing return has 
begun to operate. Increased taxation therefore cannot bring in 
any more money. .Money by loan seems to be eipially imjiossible 
in India in its jiresent disturbed jiolitical condition. The result 
of the last hjan lias been as folhjws : 

Neir Rupee Loan, 1932 
...... Hh. 13,7a lakli.*! 

TroHsury lUlls . . . . l,Sl 

1032 Hond.s . . . . . 3,72 

K.S. 10,23 liiklis 
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The rash contribution— at any rip^te a good j)ortion of it — ^ 
came from London. Thus new taxes and more borrowing 
should no longer be relied upon until conditions improve. What, 
then, is to bo done? Retrenchment — drastic and ruthless — 
could bo made. The retrenchment, however, cannot have an 
altogether unmixod effect. What is really rccpiired is judicious 
spending. The total expenditure should not bo reduced. Re- 
trenchment in the Army and other unproductive departments 
and more expenditure in nation-building projects woidd be the 
more a])])ropriate i)olicy. The question, however, as to how the 
(jovernmont will balance its budgets is still unanswered. 

I do not want to appear in the role of Jeremiah, but optimism 
shoidd l)c intelligent, and not a blind faith. I sec no automatic 
oi)cning of a way out of the 1 m 2 ms.se. Some action has to bo 
taken to get out of the present morass. International action is 
very good, but should India w^ait for international action? 
hhighand did not wait for America before she depreciated sterling, 
.lapan has not waited. Is it necessary that India should wait ? 
Success at Lausanne introduced a wave of optimism which already 
seems to 1)0 on the wane. Decisions of very far-reaching effect 
iiavo Ijeen taken at the Lausanne Conference, but no immediate 
recovery should be expected from it. Cheap money in England 
is another good factor in favour of world recovery, but we still 
have a 4 })er cent. Ban); rate in India, and I doubt if there is 
any chance of its going still lower. India gets uneasy at the glib 
remark often made that 'the jmsition in India is much better 
compared with other coimtries in Central Eiiro])c. I have no 
personal experience of the countries in Central Europe, but I 
cannot; conceive their suffering even one half of the distress at 
j)rescnt suffered by the Indian ])casants. Their debt is unbear- 
able, and over and above this uc must export in order to redeem 
our external debts. ^Maintenance of excess export to us is not a 
craze, but a compulsory choice. 

What we re<piiro is reduction of our foreign debts, reduction 
of our internal debts, more money for education, sanitation and 
other nation-building schemes. India is a fertile country. Her 
])copJe are industrious and simple in their habits. Bhy, then, 
should Miey not live more comfortably than at present? jMuch 
could be done to improve their lot, and it must be done. But 
shall we ever do it ? And will the Rundits in Great Britain help 
us ? 

G. D. Birla 


Calcutta. 
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Decreasing Costs : an Addendum 

I am grateful to Sir. R. G. D. Allen for his ink'resting note on 
Decreasing Costs, ^ in which he examined some questions I had con- 
sidered in an earlier article.^ I do not wish to explore the whole 
ground, but only to advert to the one point at which Mr. Allen’s 
conclusions seem to be at variance with mine. The difference is, 
I think, apparent only and not real. 

Assuming conditions of competition to be perfect, but for 
the presence of marketing costs, Mr. Allen writes : ‘‘ Notice that 
costs [other than marketing] cannot decrease at all rapidly unless 
the rate of increase of marketing expenses is large.” My con- 
clusion had been that non-marketing costs cannot decrease more 
rapidly than marketing costs increase. Mr. Allen’s use of the 
word ‘‘ large ” leads me to suspect that he imagines there to be 
a difference where thcu’c is none, and his equation, in the form 
in which it is stated, does not seem to throw much light on the 
matter. 

Mr. Allen takes x as the total outj)ut of the industry, Xr as 
that of a imriicular source of su])ply, TTr {— as llu'. average 

non-marketing cost ])er unit of the source and 

total marketing costs of the source. He is able to arrive at tlu' 
conclusion that in ])erfect competition the rate at which non- 
marketing costs may decrease is limit(Ml by tin? following 
condition : 



It is necessary to be clear what, in economic terms, these 
expressions stand for. - - F'(Xr) represents the rate at which 


average non-marketing costs per unit decrease, while 



represents the rate at which total marketing costs increase. If 
I may put the matt(*r graph i(ailly, the two magnitudes, between 
which Mr. Allen has established a relation, are, f)ne, the gradient 
of an average cost curv^r?, and, the otJier, the gradiiait of an 
ivtegral curve of total costs divided by tlu', variable Xr. From 
this relation it is diflicult tr) gl(‘an anything without furtlua* 
elucidation. Mr. Allen’s statement that costs (;annot decrease 
at all ra})idly, unless the rate of increase f)f markc^ting exj)enses 
is large, remains, on this evidence, an ipse dixit. 


1 JoiJiiNAr., Junn 

* Ibid., OocornlxT I!KJI. 
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By a slight modification, however, of his third equation it is 
possible to reach a notable conclusion. Will Mr. Allen permit 
me to assume that average rather than total marketing costs 

are a function of Call this function Either as- 

sumption is arbitrary; both seem possible, hut I submit that 
mine is the more jwobabic; and mine yields in connection 
with Mr. Allen’s equations a definite result. (My assumption 
in the former article amounted to making marginal marketing 

costs a function of if wc .suppose the distribution of the 

•C 

source’s marketing expenses between the more inlying parts of 
its special area and the pciriphery to bo constant, this would be 

the same as taking average costs as a function of 

X 

Mr. Allen’s third equation may now be writtc]i ; 
or -I- ,I.Q ^ l> - XrF'riXr) - av i 


Proceeding on the linos of ilr. Allen’s argument we infer that, 
since the price must not be less than the average cost of pro- 
duction plus the average marketing expenses, 


l,e, p •}: TTr -j 



then, if F'r is negative and if/r positive, 


F'r(rr) 



F'r(xr) is the gradient of tlic non-marketing average cost curve 

and - 0'r( j is the gradient of the marketing average cost curve. 

It follows that in the conditions jwstulated, the downward 
gradient of the non-marketing cost curve ma^' be as great 
as, but must not be givaier than, the upward gradient of the 
marketing cost curve. Put this is actually the conclusion which 
I originally reached. jMr. Allen says that I attempted to ex- 
tract too much ” from my over-simplified representation. May 
I not claim to have shown with the assistance of his admirable 
tools that I extracted from it, though without mathematical 
demonstration, precisely the conclusion w^hich the conditions 
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jiiJ^tify ? I should add that I regard this as but one among the 
many merits of Mr. Allen’s most illuminating note. 

To sum up, competitive equilibrium is consistent with the 
Law of Decreasing Costs, when individual firms arc held in 
equilibrium in a given state of demand by being subject to 
marketing costs that increase, so long as that state prevails, at 
no less a rate than productive costs decrease. 

May I take this opportunity to correct an error which occurs 
in Fig. 1 in my original article,^ and which has been pointed out 
to me by Mrs. J. Robinson ? The demand curve should touch, 
not intersect, the average total (tost curve, and should lie below 
it. This error in the diagram does not affect the argument of 
the text. 

R. F. Harrod 

Christ Churchy 
Oxford, 


Tiik Fixan(TXo of Public Works— A Notk 

In an article on The Financimj of Public IKorfe dnriur/ Depres- 
sion published in the last number of the Journal, Professor 
Jems Warming refers - to my estimates of “ secoiulary etnploy- 
ment ” for the case of Croat Britain ® and indicates their general 
agreement with his own figures, winch lie ])reparc(l some time 
ago for the case of Denmark. But l^rofessor Warming is under 
tlie impression that T assume, for the purposes of my calculations, 
that any increase in a man’s income is devoted to consumj)tion 
in its entirety.” [ do not know why he should liavc su])posed 
this. My article is crammed with references to ” the saving on 
the dole ” and to “ the increase in uns])ent profits,” and explicitly 
introduced into my formulie is the quantity Lb the amount of 
the dole, which forms a vctv imj)orlant i)art of Prob'ssor Warm- 
ing’s “ saving.” As regards increased saving by business men 
out of their profits, that of course has to bo allowed for in 
estimating my n, the propcjrtion of the increase in ])rofits wiiich 
is devoted to home-produced consumption-goods — home-produced 
as opposed to foreign produced, but also, be it noted, consumption- 
goods as opposed to securities, etc, ’Fhe result is that the agree- 
ment of my figures w ith those of Professor Warming -while less 
remarkable, if T may say so, than it must have appeared to 
Professor Warming — is far more satisfying. What Professor 

^ Kconumkj JiUTii.N’AL, 19!U. 

* Ibid., Juno 10.12, ]). 214. 

» Ibid... Jmn IMI, p. 1««. 
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Warming has done (loc. ciL, j). 218) is to take the first rote of my 
table of figures (loc. cit., p. 186), which T only inserted in order 
to indicate the extreme npper limit of the possible range of values, 
and to suggest that the resultant figure for k ought to be reduced 
“ on account of saving ” from 50 to 40 per cent., corresponding 
to a reduction of the ratio of secondary to primary cmi)l()yment 
from 1 to But my actual conjecture, for what it is worth, is 
that “ if w'e were to suppose that in actual fact the ratio is we 
might be erring in the direction of under-statoment ” (loc. cit., 
p. 186). Professor Warming’s estimate is f (loc. cit., ]). 218), but 
he admits (loc. cit., p. 217) that this is for the case of “ captured 
work,” where the ratio may be expected to be smaller than for 
that of new investment. In any case, the agreement is so close 
that even if I had been discussing the same country as Professor 
Warming, and the same situation, I slioiild feel that I had not 
missed the mark by a gap sufficiently wide to suggest that w^e 
had not both l)Con working on the same general basis. 

But on another point of great practical importance I should 
like to raise a (piestion. Professor Warming has calculated that 
“ in a given situation here in Denmark . . . six times as much 
money was w^anted to create w’ork rather than to give relief ” 
(loc. df., p. 218). ]My own, supposedly conservative, estimate 
for (Iroat Britain was (loc. cit., p. 192) that “ the saving to the 
Unemployment Insurance Fund will be . . . half the total cost.” 
Ihofessor Warming does not supply the basis of his calculation, 
and it is therefore imjjossildc for me to ascertain whether my 
own estimate is wrong or whether Professor Warming has made 
a slip or whether the enormous difference between us arises out 
of a dissimilarity between the conditions of Denmark and those 
of (Ireat Britain — in which case our agreement in re?gard to 
secondary employment can be regarded as notliing more than a 
most extraordinary coincidence. 

Although it may not arise directly out of Professor Warming’s 
article, perhaps I may be allowed to point out that my cpiau- 
titative estimates were ]>ased on the assumption that an altera- 
tion in the cost of su])j)orting the unemployed woidd have no 
a])preciable effect on the level of taxation, but would accrue 
entirely in favour of the Sinking Fund or of tlie deficit of the 
Unemployment Insurance Fund. This assum])tion w^as a fairly 
reasonable one at the time when I wTote my article, but it is far 
less reasonable under the conditions of financial austerity wdiich 
prevail to-day. However, as I pointed out at the time (loc. cit., 
p. 176), “ any rcdtlfction of taxation that occurs . . . adds an a 
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fortiori force to the argument ” : the ratio of secondary to 
primary employment is likely to be greater now than it was last 
year, and the effect of cutting down programmes of public works 
is correspondingly more serious.^ 

There is another aspect of Professor Warming’s article to 
which I should like to refer. When people’s incomes are increased, 
the amount that they save will increase. It is this extra saving 
which Professor Warming shows to be “ the real source of invest- 
ment ” {loc. cit., p. 214) : the secondary employment must 
continue until the total created income causes so much saving 
that the original investment can be ])aid ” (loc. cit., p. 216). 
But Professor ^Va^ming goes on to say that “ if we start with 
greater investment than the expected saving from all unemployed 
faetors, inflation not equilibrium will result.” And again : “If 
[the banks] dispose of more than the latent saving we get infla- 
tion.” Professor Warming seems to forget that his increased 
saving may come about just .as well through a rise in ])rices 
(bringing increased profits) as through an increased use of unem- 
ployed factors; and that it is impossible to say a priori how 
much of it will accrue by the one way (of “ inflation ” ?) and how 
much by the more desirable route of increased employment. As 
I was anxious to emphasise in my .article, “ the whole question 
ultimately turns on the nature of the supjily curve of consump- 
tion-goods ” (loc. cif., p. 1B2). 

Not only docs the equality of Professor Warming’s increase 
in saving with the increase in investment fail to insure him 
against inflation,” but it is an eipiality that under all circum- 
stances, no matter how drastic, is always maintained. For Pro- 
fessor Warming is not using saving in the sense in which i\lr. 
Keynes employs the word in his Trcihll^p, but in the ordinary 
sense of the aggregate of the excess of individuals’ receipts over 
their expenditure on consum])tion. Hut in this simple-minded 
sense of the term, savings are ahcfu/s' nml ticrrsmrily e([ual tc/ 
investment : that is a imae truism, which emerges at once, as 
Mr. Keynes has demonstrated,- from the simple-minded delinition 
of savings. Whatever the level of investment, funds are .always 
available to pay for it. Th.at is what 1 tried to demonstrate 
with the aid of Mr. Meaflc's relation (loc. ciL, ]). 1S9). And th.at 

* Tt of .‘xlroino (‘oiiiplotcly irrulevnot to tlio 

of this noto to noti«;f tluit tho prosont position of onr'ftil'oi^Mi oxclmnpos ron- 
vorls tho ol)jootion to puhlio works wliioli J clisrussod onjj. lOtiof rny jirtichi into a 
positivo fir^'iirrirnt in tlioir favour. 

* Kcc^ncjmic JoruNAi-, Sopt. 10.11, p. 42‘J; hoo also l.'corwiniva, Nov. 1031, 
p. 303. 
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is what Professor Warming is saying in his article. Put the 
statement is universally true, and there is no breakdown, of the 
kind contemplated by Professor Warming, when the level of 
investment reaches a certain point. On the otlier hand, there is 
nothing in the statement to tell us how far any increase in 
investment will be paid for out of funds secured through an 
increase in output and how far out of funds emerging through a 
rise in prices. If we arc interested in the question of prices and 
])rofits, it is necessary to study the supply curve, about which 
Professor Warming has nothing to say. 

But these arc points of detail, which do not affect the main 
tenour of J^rofessor Warming’s discussion or his convincing 
demonstration that “ the international division of labour . . . 
becomes an important cause of depression ” and that the absence 
of international co-operation is preventing countries from adopt- 
ing a policy that would be of great benefit to the world as a 
whole. 

R. F. Kaitx 

Kiuffs (Jollrge, 

Cfnnhridge. 


An Economic Fallacy : 

Thu Doouck Taxation of Swings 

Thk tlu'orv of income taxation has long wrestled with the 
])erpl(L\ing notion that to tax savings and also their fruits is a 
fonn of “ double taxation.” The practical implications of this 
doctrine liave not been neglected ; it is not too much to say that 
the greater part of its theoretical importance and interest to 
economists is derived from these practical applications. But 
time has narrowed the battle-field and limited it to a disputed 
point of abstract theory. Economic jiolicy has cut the Gordian 
knot of the dispute by proceeding to tax income witliout special 
treatment of savings. Nevertheless, it may help if the fallacy — 
for such it is — that double taxation exists can be excised once for 
all from the conventional doctrine. It may then he possible for 
economic! ])olicy to advance another degree beyond the accepted 
field of economic theory. 

We owe to Professor JMgou so frank and open a statement of 
the idea of double taxation of savings and income that the resolu- 
tion of the difficulty is an easy task. That idea, it is now clear, 
arises out of a confusion of terms. In his Studij in Public Finance 
(p. 136 n.), Professor Pigou 1ms set forth the doctrine of double 
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taxation in this succinct statement : ** The saved part of income 
... is taxed on its fruits and the spent part is not taxed at all.’' 
This, of course, refers to subsequent taxation after the initial levy. 
But, it must bo clear tliat tlie key phrase, “ the saved part of 
income is taxed on its fruits,” in this statement is simply a round- 
about and somewhat media>valistic form of words to express the 
unquestioned fact that the fruits of the saved i)art of income are 
taxed. That is all it comes to. Thus “ the saved part of income 
is taxed on its fruits” — “ the fruits of the saved juirt are taxed.” 
For after the initial levy, it is obvious that the saved ])aTt is not 
itself again taxed as income. And why should the fruits ” not 
be taxed ? '^riierc is no good reason unless we wish to give a 
special inducement to savers by this exemption ; and there is no 
good reason for that. By this mode of e.xpression, however, 
the primitive idea, not itself any too clcan-cut iji its logic, of a 
“ double ” taxation of savings and income in the sense of taxing 
both, was illegitimately turned into the notion of a ” doubk! ” 
taxation of savings through income. 

The confusion over terms was further reinforced by an arith- 
metical obscurity involved in the ‘‘ discount of future income.” 
A newly-levied income tax — or, in general, a change in the income 
tax, whether the earlier rate were zero or some positive percentage- 
— introduces a diirercntial into various modes of disposing of a 
person’s income, i.e. by lending and spending it, relative to tlu‘- 
earlier regime. But, by a curious ratiocinatio!i, it was assunuMl 
that this differential existed between lending and sjXMuIing under 
the new regime. This idea is fallacious. It confounds a matter of 
time-series or historical variation — i.e. lending-and-spending in 
one period compared with lending-and-spending in a secamd -and 
one of cross-cut or contcmporal variation — i.e. lending and spend- 
ing compared relatively to one another in a single period. Or we 
might say that the former may rejwesfMJt either two different time- 
periods, or two actual or hy pothetical situations involving dijfercni 
rates of income taxation. 

This is the true comparison. It is only wIumi the problem is 
consiflen'd in this light that we may say a dilfereiitial (*xists. 
But this is entirely different from saying that there is a dilfenMit ial 
between lending and spending at any time. The latter differential 
does not exist. Surely an ordinary consideration of human be- 
haviour, in disposing of one’s current income through alternative 
channels of lending and spending, made in the light of marginal 
analysis, will justify this conclusion. Of course, the presence of 
a tax is apt to affect the desirability and the profit of saving. 
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But this is another matter. Its conditioning influence on the 
volume of savings (or, of “ the saved i)art of income docs not 
in any way support the false conclusion that the savings are being 
taxed a second time. Given definite conditions of taxation, the 
individual may make his choice. While the presence of an income 
tax may or may not bo a “ burden on ’’ saving — or perhaps only 
on the saver — it is plain illogic to suggest that for this reason it 
is in any quantitiitive sense a “ tax on ” saving through its fruits. 

( 'Onsequontly the second term which Professor Pigou finds 
room for in the formula of the effective rate of tax on saved 
income ” (p. 13C) ought ratlier to be included as a deduction by 
the investor in computing his ‘‘ net rate of tax-free return ” on 
investment ; this is the fair and realistic interpretation ; not as 
ail addition to the tax rate. Other ways of looking at the formula 
lead to the same conclusion. For examiile, one might say that 
what ho has done, in effect, has been to ‘‘capitalise'^ future 
income-tax ])ayments on tlie fruits of saving and to subtract 
the “ jirescnt value” thus computed from current income (the 
normal process of “ capitalising ” a tax would treat it, instead, 
as reacting on the demand price of investment). This is a less 
realistic interpretation than the other, hut still intolligihlo. Thus 
a portion of current savings is earmarked to finance future tax 
])ayments ; its amount is called a “ secondary tax ” ; and the net 
return after taxation on this imaginarily segregated investment 
is just sullicient to pay the income tax on the rest. Tn order, 
that is, that the rest shall he tax-exempt, a further book-keeping 
deduction is made from current income to ])repare for the tax- 
collector’s future charges. This is really assuming that tlie 
fruits of saving ontjht to be tax-free. 1 have the impression that 
this was th(i very ])roposition re(piiring to lie ])roved. 

It is then clear that Professor Pigou’s arithmetical example 
(p. 13ii) is not really a comparison of the “investment use of 
income ” with the consumption use — i.e. lending versus spending 
—but of the effect of changing the tax rale from zero to fifty per 
cent, on the profitability of saving. This change is made under 
certain assumed conditions which need not he specified here. 
Thus it comes strictly under the head of a comparison of lending- 
and-spending in one tax-rate structure or under one regime, with 
lend ing-and -spending in another, as already tlefined. Or perhaps 
it is more accurate to say that it suggests the result of a cluimje 
from one tax structure or regime to another. ^Vhatever discrim- 
ination exists arises solely in this process of change and not in 
the stable state. 
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With these corrections made, the idea that “ double taxation 
of savings exists in taxing both savings and their fruits is seen 
to be groundless. 

Donald Weaver 

The Brookings Institution, 

Washington, D.C\ 


Official Papers 

Report of the Low-Grade Ore Conimissioii, Government Printer, 
Pretoria. 1932. Pp. 128. 

This (Commission was appointed in August 1930 for the 
purpose of inquiring into the mining of low-grade ore on tlio 
Witwatersrand and matters connected therewith.” Countless 
(Commissions have iiupiircd into one or other aspect of the 
Witwatersrand Gold-mining Industry, and have in vain made 
recommendations whicli would lead to an extension of the life of 
the industry. This Commission was a convenient mctliod of again 
postponing action by tlio Government to meet the insistent 
dciiiaiuls of the industry. 

The Pinal Kei)ort of the Commission deals \A itli matters of 
very great importance. It has long })oen known on the Wit- 
watersrand that the life of the mines could bo consi(lera!)ly 
extended if the artificial burdens to which they are subjijcted 
were removed. The ollicial estimates of the future life of the 
field as a whole, and the forecasts concerning the Witwatersrand 
which have been used in investigations into the future world 
supplies of gold by the Gold Delegation of the Financial Com- 
iiiittee and by others, do not take into account the jiossibility of 
the removal of these burdens, or of a reduction of working costs 
by other means. This (Commission has for the first time officially 
placed on record what it considers would be the elfectt of removing 
these economic disadvantages, of bringing about a greater elasticity 
in wages on the gold mines, and of reducing costs. 

Any reduction in the working costs of the gold mines automatii*- 
ally brings into the jiayable zone large (quantities of ore wJiich at 
jiresent costs have to remain uncxploitcd. The (Commission 
records tliat : — 

(a) the total tonnage to be milled by the thirty-four 
mines existing in 1931 was estimated at 335,009,000 tons 
under existing conditions of costs. 

(Ij) A reduction of two shillings per ton milled in working 
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costs and yield will probably result in the milling of an 
additional 112,000,000 tons, equivalent to an increase of 
33 per cent, in the total tonnage to be milled, and therefore 
in the average life. 

(c) A reduction of four shillings per ton milled in working 
costs and yield will probably result in the milling of an 
additional 243,000,000 tons beyond the 335,000,000 to be 
milled under existing conditions, equivalent to an increase of 
72 per cent, in the total tonnage to be milled, and therefore 
in the average life. 

The Commission regards these estimates as without any doubt 
conservative, and it gives various technical reasons for the 
conclusion that the decrease in costs mentioned under {h) would 
lead to an increase in the future average life not of 33 per cent, 
but of at least 50 per cent., and that tlie decrease of costs men- 
tioned under (c) Avould lead to an average increase in the future 
average life not of 72 ])cr cent, but of at least 100 per cent. The 
Commission, however, was not able to reach agreement as to the 
means by which this reduction of costs was to be brought al)Out. 
Although two of tlie Commissioners contended that a prima facie 
case for a reduction of wages had been established, and that a 
reduction of 10 per cent., followed by similar reductions through- 
out the Union, would reduce existing mine working costs by at 
least l.s*. 4(L per ton milled, agreement could not bo reached on 
tins matter, it being contended by the Commissioner representing 
tlie Trade Unions, and by the Chairman, that at the inesent time 
no stops shoidd l )0 taken wJiich might jnevent the smooth 
running of tlio industry which, without any doubt, is at present 
carrying the whole country.” 

The Commission agreed that, in the interests of the gold- 
mining industry, “ a halt bo called in the granting of acltlitional 
2 )rotection,” but again they could not agree “ as to the real effect 
of the tariff policy on the working of low-grade ore.” They found 
that “ the railway rates on the stores and materials necessary for 
tlio Avorking of the gold-mining industry are very iiigJi and iiave 
a jn’ojudicial effect upon the mining of low-grade ore,” but could 
only agree to suggest tliat a Commission be appointed to investi- 
gate the whole railway policy of the Union. They found also that 
“ the comiicnsatioii paid to the miners’ plithisis sufferer and his 
dejiendents is on an iin 2 )rcccdented scale and in excess of that 
provided by other laws for industrial accidents or diseases, either 
in the Union or in any other country.” Further, the Com- 
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missioners, with the exception of the Trade Union representative, 
are “ definitely of opinion that some operations underground at 
present reserved for tJie white man could be carried out by specially 
trained natives, without detriment to safety and health,” and they 
make the important recommendation that the Minos and Works 
Regulations,” the notorious ‘‘Colour Bar Act,” should be amended 
to make this possible. Moreover, they condemn the fixing of 
any ratio between white and native employees. 

Many other important facts concerning the working of the 
industry are contained in the Report, not the least important of 
which is the analysis of the great importance of the industry to 
the Union. The disagreement of the Commissioners on many 
vital matters of policy does not vitiate its value as an exposure of 
the factors which are retarding the lengthening of the life of the 
industry, and preventing the Union from reaping the enormous 
benefits that would accrue to it if only ignorant politi(;al inter- 
ferences and prejudices could be overcome. At present, liowcv^cr, 
there are few signs that this or any otlior ro))ort will bring about 
tl ese long-needed reforms. S. HiiiuiRKT Fraxkel 

University of the Witwalersramly 
Johanneshurg, 

Report of the Native Economic Commission, (h)vcrnmcnt Printer, 
Pretoria. U.G. 22. 1932. Pp. 350. 

For years impartial observers of South African affairs have 
drawn attention to the alarming signs of economic deterioration 
in the Native reserves of the Union, and to the cfTect on the 
European standard of life of continuing the attempt to dcvelo]> 
the resources of the Union on the basis of wliat is in efre(d largely 
serf labour. Two years ago the Native Economic Commission 
was appointed to investigate Native urban and rural economic 
conditions, the effect of Native migration to the towns, and the 
means Ijy which it could be arrested. 

The Report now issued by the (‘ommission is a document, the 
importance of which, as an ofii(ual reirord of certain appalling 
conditions in the Union, cannot be exaggerated. The (.\)m- 
missioners have not attempted to gloss over the facts of the 
Union economy which were brought to their attention, and the 
Report contains valualde information, often in very great detail, 
on almost every aspect of Native affairs. When, however, one 
examines the recommendations of the ('ommission, one is forced 
to the conclusion that once again official investigators have shirked 
the full analysis and implications of the facts. 
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The Commission found that the policy of the past, under which 
the development of Native reserves has in every way been neg- 
lected by the European Governments, and whereby practically 
nothing has been done to educate the Native, to increase his 
productivity, or to change his outlook, has led to “ a state of 
affairs in which, with the exception of a few favoured parts, the 
Native area can be distinguished at sight by its bareness,” and 
which “ unless soon remedied will within one, or at the outside 
two, decades, create in the Union an appalling problem of Native 
poverty.” The Commission shows that in certain parts of the 
Ciskei, “ desert conditions have, in twenty years, been created 
where once good grazing existed,” and that, unless ])rccaiitionary 
measures are taken, the same causes will produce the same effects 
in the reserves of the rest of the Union. As a result there will be 
a continuance of the vast migration of able-bodied Natives to 
European areas, in order to find work at almost any wage they can 
]3ick up, partly in order to obtain money to pay the urgent needs 
of their dei)cndcnts in the reserves, i)artly merely to keep them- 
selves alone from starvation. Already this migration, coupled, 
as it is, with a similar large movement of Poor Whites from 
European farms, is throwing upon urban communities burdens 
which tliere can bo no doubt they will not be able long to bear. 

Tt is all very well to recommend, as the Commission does, that 
the cure lies ‘‘ in a wise, courageous, forward policy of the develop- 
ment of the reserves.” But how is this to be brought about ? 
The Commission j)artly recommends, and partly implies, that the 
present economic restrictions on the Native are to continue. If 
he is not to be allowed to purchase land except in the over-crowded 
reserves ; if no adequate system of land tenure is j)rovided ; if 
he is not to be permitted to obtain a place in the urban areas 
other than as a hewer of wood and a drawer of water, at wages 
which the facts show are, as a rule, insufficient for the support, at 
a minimum standard of health, of himself, his wife and two 
children ; if on the farms his wages are still to be paid largely in 
kind, and his labour, and that of his family, is to continue to be 
wasted as at present, where is the capital for the uplifting process 
in the reserves to bo obtained ? Can a European Democracy that 
has so far not been able to face the necessity of providing adequate 
additional land for the Native peoples, be expected to tax itself 
for the provision of capital resources for them ? 

Throughout the Report the Commissioners have failed to face 
the basie faet that unless there is real cause to anticipate the 
possibility of vast collective or State schemes of development, it is 
No. 167. — VOL. XLJI. LL 
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essential to throw open the South African Economy to the less 
restricted play of individual initiative, irrespective of race or 
colour, and to bring about a greater mobility of economic resources. 
The many reservations by two of the Commissioners go some way 
towards grappling with fundamental problems. On the whole, 
however, the lloport leaves problems, which it was so long hoped 
such a Commission would analyse fearlessly, very much where 
they were before. S. Herbert Frankel 

University of the Witwater stand, 

Johannesburg. 


The Coal Problem. Kciiort of the Economic Committee to the 
Council of the League of Nations. (London : Allen and 
Unwin. Pp. 55. 1.9. Gc/.) 

At the time of the previous KeiRirt of 192i), the situation of 
the coal industry seemed to be improving, and it was hoped that 
the crisis would be remedied by spontaneous efforts of self-defence. 
But the increasing discrepancy l)etween production and con- 
sumi)tion since that time has led to this resumption of the inquiry. 
The conclusions now reached are affected also by the steps which 
have been taken in the interval, especially in Britain, to organise 
the industry". There is therefore a greater opportunity for the 
consideration of international agreements on marketing arrange- 
ments, to which national organisation is a necessary preliminary. 
In the view of the Committee, the time has now conui to take up 
active negotiations. The Kepoi-t shows how various national 
policies of restriction are separately in force, and what tentative 
schemes have existed for a more general scittleiiumt, notably the 
London Conference of 19.31. Any further negotiations or agree- 
ments must be initiated and concluded by those who have to 
bear direct responsibility for them, and not by the Ijcague. Thti 
function of the League will be to make the necessary contacts 
and to maintain supervision. The Report contains a concise 
and interesting study of the relative changes in production and 
consumption in the European market. 

Report of the Gold Delegation of the Financial Committee of the 
League of Nations. (Geneva, 1932. London: Allen and 
Unwin. Pp. S3. 2.s\ 6d.) 

The Gold Delegation has now finished its work, and this 
Report is thrown into the pool of current monetary controversy. 
The main Report is signed by all tlie members except Professor 
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Cassel, but besides his strong dissent from its general tenor three 
members record their objection to findings of historical fact or 
interpretation and to the jiroposed method of adapting monetary 
policy to the price level. I.'heso are Messrs. Jamisen, Mant and 
Strakosch. None holds the view that any country or group 
ought finally to discard gold as an aim of policy. But the tenor 
of the main Report is that, as gold has not failed on its merits, 
and is more practicable than any alternative in the present con- 
ditions of knowledge and confidence, and can be inijjroved ])y 
various measures, we should at once set on foot the policy of 
restoring it. The future administration should aim at what is 
somewhat vaguely called a relative stability of wholesale prices, 
but not so as to prevent long trends due to im 2 )rovements. The 
three objecting members hold that a longer preparation is required 
if an international gold standard is at sonui time to be possible 
again. 1'he gold and non-gold grouj)s should each endeavour 
meantime to raise, and obtain stabilisation of, their juices. Then 
\\v shall see. Profc'ssor (,^assel holds that the return to gold is 
for some countries and for such a time so problematical that their 
b(*st course is to pr(q)are the means of doing without it. With 
these (lilferences, there is general agreement on such immediate 
questions as the eoml.)i nation of war d(i)ts, tariff restrictions, 
and the “ rules of the game.’^ The theoretical ])arts of the 
Report show again that issues of monetary policy initiated by 
recent academic thought have reached the forum. 

D. H. M. 


Current Topics 

The Annual Meeting of the Society was held at the London 
School of Keonomics on May 26 last, as recorded at the commence- 
ment of this issue of the Journal. Prof. J. R. Bellerby and 
Mr. C. R. Fay were added to the Council as new members. There 
wer(^ at the end of last year 4,323 Fellows aiul Library Meunbers of 
th(^ Society, of w'hom 818 were compounders, as com])ared with a 
membershij) of 4,007 at the end of the previous year and 094 in 
1914. 

Prof. Caiman in reviewing Dr. Eisler’s Monci/ Maze in our 
March number suggested that Sir Josiah Stamp had been too good- 
natured in writing a jircfacjc which seemed to have no relation to 
the book. He now asks us to say that he has since ascertained 

LL 2 
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that the so-callcd “ Preface ” is taken from the Spectator of Nov. 3, 
1920, and was reprinted in Dr. Eisler's book without Sir Josiah 
Stamp’s permission or knowledge that it was likely to be given 
without proper reference. 


Tlie following appointments have been made at the London 
School of Economics : — 

F. A. van Hayek, Dr.(Jiir.), Dr.Sc.Pol., Tookc Professor of 
Economic Science and Statisti(is as from Aug. 1931. N. Kaldor, 
B.Sc. (Econ.), Assistant in Economics as from Aug. 1, 1932. 



RECENT PERTODTCALS AND NEW BOOKS 

Journal of the Royal Statistical Society. 

Vol. XCV, Part II. Official Statisticnl Publications : a discitssion. M. 
Greenwood and others. Wholemle Prices in 1931. The Editor 
of the Statist. Mathematical Statistical Analysis of Econmiic 
Data : a discussion on the pajyer prese7ited by the Industrial 
Institute. G. U. Yule, J. H. Jones, and others. 

Economica. 

May, 1932. The Political Aspect of Discrimhwtion in International 
Eccynmnic Relations. Part 11. »S. H. Bailey. A ('ase against 
Technical Progress. N. Kai.dor. llie FoumJations of a Mathe* 
malical Theory of Exchange. R. G. I). Aia.en. The Great German 
Inflation. E. Mtses. 

Economic History Review. 

April, 1932. The Teaching of Ecotiomic History in Universities. 
J. DE L. Mann. (Ed.). Masons and Apprenticeship in Medimval 
England. T>. Knooj* and G. P. Jones. The Accounts of an 
Eighteenth-century Merchant. L. S. Sutherland. 

International Labour Review. 

May, 1032. Toward the Establishment of a Factory I nspcctnrak in ( Iiina. 
L. Pone. Employers' Associations in the United States. M. W. 
Alexander. Socialist Toums ; Housing Policy in the U.S.S.R. 
G. MftQi ET. Farm jMbour Research in the United States. J. G. 
Folsom. Statistics of Movemoits in the General Level of Wages. 

Tliis mind)er contains a ])riof memoir of M. Albert Thomas. 

June, 1932. Latiii Ainerica ami the International Labour Conference. 

J. P. Ramos. Educalion and Relative Wage Rates. A. G. 15. 
Fisher. Agricultural Wages in Australia, fl. B. CVipland and 
O. D E R. Fo ENA n der. The Purchasing Power aiul the ( 'otuminption 
of Belgian Workers at Different Periods. M. Gottschalk. 

The. Manchester School. 

Vol. TIT, No. 1. The Objective Basis of Economics. G. W. Daniels. 
MunicijHd Finance. ' 8. D. Simon. High Wages and International 
Prices. B. P. Adarkar. Employment of Juveniles in Ijancashire. 
A. WiNTBRBOTTOM. Purchase and Payment in the Export Trade. 
L. F. Behrens. A Cursory Glmice at E.vchange Regulations. F. 
Mason. 

Indian Journal of Economics. 

April 1932 England's Debt to Indian Handicrafts. P. J. Thomas. 
Same Aspects of Rural Credit. H. L. Chablani. The Nature and 
Intensity of Dematid. J. K. Mehta. Rent in Relation to Price. 

K. B. Saha. 
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Beview of Economic Statistics {Harvard), 

May, 1932. General Economic Conditions : Indexes and Selected 
Statistical Data (Editorial). The Construction Industry in 1932. 
W. C. (]Jlark. Revision of the Index of General Business Conditions, 
E. Frickey. Review of the First Quarter of the Year, 

Quarterly Journal of Economics, 

May, 1932. Highway Policy on a Commercial Basis. S. Peterson. 
Foreign Investment and the Terms of Trade. C. K. Whittlesfa". 
A Comparison of the Rates of Earning of Large-scAile and Small- 
scale Industries. H. B. Summers. Some Neglecied As 2 )ects of 
Gresham's Law. F. W. Fetter. The Mobility of Capital. L. 
Seltzer. Member Bank Imlebtedness and Net Demand Deposits 
in the Federal Reserve System. L. Currte. 

Journal of Political Ecanomy. 

April, 1932. The Psychological Foundation of the Lam of Demand. U. 
Ricci. The Application of Quantitative Method to Economic 
History. A. P. IJsirER. With reference to Dr. ClaphaTn’s study. 
The Unemployment Problem in Australia. J^]. R. Walker. Early 
Imlustrial Preferred Stocks in the United States. G. H. Evans. 
The Fondaco del Tedeschi : the medium of Venetiandkrnutn trade. 
J. AV. Hoffman. Capital Production and Consumer -taking. R. 
Frisch. 

June, 1932. The Relation between the Velocity of Circulation of Money 
and the “ Velocity of Circulation of Goods." A. W. Marget. The 
(Utnadian Monetary Situation. C. A. (hxRTis. Taxation of fjand 
Values in Canada. C. M. Destleh. Two Notes on the Federal 
Reserve System. K. R. Bopp. 

Annals of the Americayi Acade^ny of Political and Social Science. 

May, 1932. Modern Insurance Developments. By various writers. 
Edited by S. S. Huebner. 

American Economic Review. 

June, 1932. Significnnceof Stock Exchange Boom. L. M. Fraser. Land, 
Cajntal, ami Opportunity Cost. R. W. Souteu. Credit for Export 
of Automobiles. F. M. la Bastille. Incidence of Real Estate 
Taxes. H. 1). Simpson. Exchange and Price Stabilisation. C. 
Whitney. Dismissal Legislation. G. T. Sf3JiWENNiNG. 

Wheat Studies. 

(Food Research Institute, Stanford) 

J uly, 1932. The World Wheat Problem. Persisting surplus eharaeterisi's 
the ])roblem. For four years world wheat stocks have been (\\e(>s- 
sive by 200 or 300 million bushels or more. The bum})or croj) of 
1928 was originally responsible. Deepening economic depression, 
government policies contracting consumption and stimulating 
j)roduction, and Russian exports have aggravated the probhun. 

August, 11132. Projected Waterways in North America as Relat'd to 
Export of Wheat. 

Skandimiviska KrediUiktieboUxgei. 

May, 1932. Silver and Gold. G. Cassel. 
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Index (Stockholm). 

June, 1932. TJie W(yrMs Staples, XIII. Zinc. W. R. Ingalls. 

July, 1932. The World's Staples. XIV. Wood Pulp. T. Lundoren. 

Revue d' Economic Politique. 

Marcii, 1932. Le micanisme de V4talon-or a-t-il Hfi faussd ? C. Rist. 
La crise de VUalon de change-or. F. Mlynarski. Le conirole des 
devises et le maintien nominal de Vdtalon-or. F. Jenny. Les 
perspectives d'avenir de la livre sterling. W. T. Layton. La 
nouvelle politique amdricaine de crddit en fonction du maintien de 
Vdkdon-or. J. H. Rogers. Les mommies scandinaves et leur 
ddtachement de Vor. K. Kook. Le florin hollandais et Vdlalon-or. 
V. G. JVIartin. La crise mondtaire de V Europe cenlrale. 

Journal des Econwnistes. 

May, 1932. Les Rons de la ddfense nalionxile. P. (Jauboue. 

June, 1932. La vraie figure dii Socialisme. E. Payen. Udialon-or, 
h s prix et la speculation. M. Carsow. 

IK eltwirlscJuiftliches A rchiv. 

July, 1932. IJngelmte Prohleme der gegmwdrtigen Krisis. B. Ohlin. 
'J'hc general problem of the misdirection of investment, above, all 
during the l)Oom of 1927-29, is discussed, Avhereupon the import- 
ance of structural maladjustments for the course of the X)resont 
dei)ression is analysed. The author then turns to a criticism of 
Hayek’s recommendations of cost reductions and increased savings 
as remedies for the depression and to some observations on the 
“ iinder-investmcnt theory,” which ho finds sound but over- 
simplified. Lastly, the “stickiness” of »Did -wages is 

analysed ; the tentative conclusion is reached that certain forms 
of ])rice fixity diminish the effects on th(^ whole x)rice system of 
dejlationary tendencies. 

Die Welthandelstnlivkklung mid das Problem der deuischn Ausfuhr- 
politik. The article gives some of the results of the researches of 
the Instituifur WeltivirtscJiaft mid Seeverkehr which have just been 
published with the tith*, “ (i(*rman foreign trade under tlu^ inlluence 
of world economic deveIo|umints.” The driv ing forces which have 
caused the growth of world trade since the war are descrilx'd ; in 
t he first place the changes in the industrial population’s dtmiand for 
f(jod-stuffs, and then the increase in the ilemand for industrial raw 
materials which is caused by the development of industry and 
ti'ansport. On the other side are treated the opposing forces, the 
attemj)t to make countries self-suHicient in regard to agricultural 
])roducts, rationalisation in the use of materials, and 

protectionist restriction of trade bc'-t-ween industrial countries. 
I'hcse tondencies and opposing forces caused, up to the crisis, an 
absolute growth of foreign tratle although there was a decrease in 
the proportion of foreign trade to internal xu'oduction. 

I’hey were als() more favourable to the growth of tradti between 
industrial countries on the onti side and agricultural countries on 
the other than to trade between industrial countries. They led to 
a shifting of the centre of gravity (in regard to trade and production) 
towards the United States and other overseas countries. It is 
shown, however, that these developments do not mean a demoli- 
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tion of world trade and world specialisation of industries, and that 
even the crisis effects on trade represent a functional disturbance 
and not a dissolution of the world economy. 

This study of the developments since the pre-war period is 
made the basis of an examination of the possilde future develop- 
ments of world trade, in the course of which it is shown that the 
sales possibilities in the raw-material producing countries are 
least exposed to danger in the long run. The possibilities of the 
organisation of greater economic units is tested and special 
attention given to the hitherto observable tendency towards 
economic disintegration in the .British Empire and the tendency 
towards stronger integration of France with its colonics. In 
conclusion it is shown that Germany’s industrial structure and 
world economic developments together indicate a goal for Ger- 
many’s foreign trade policy, not a one-sided dcvelopmcait in 
definite markets (e..g, South-East Europe), but the obtaining of 
unhindered sales possibilities in all markets, and especially in the 
raw- material producing countries. 

KapitalmiJzfJirnng. F. A. von Havek. The article analyses the 
process by which a rise of money costs and therefore incomes 
relatively to the current output of consumers’ goods will lead to 
depreciation and consequent non-renewal of part of the real 
capital. The existence of great unused plant-capacity and of 
unemployment may, therefore, be the effect of an excessive 
demand for consumers’ goods. Similar effects are produced when 
the consumption of capital is caused by a direct transfer of capital 
to consumptive purposes as, e.g. by a capital levy, death duties or 
similar forms of state intervention. The article discusses furtheu* 
in some detail the symptoms which must be expected to appear 
where a process of capital-consumption proceeds, and concludes 
with some considerations on the effects of the existing political 
systems on economic policy. 

Die Krifiis in Australien 1920-1932. E. K. Walker. Threes factors 
determine the violence of the effects upon Australia of th(^ world 
crisis. (1) The nature of Jier relationshi])s with other countries. 
(2) The internal situation when the crisis appeared. (3) The 
difficulty of making appropriate adjustments to minimise internal 
repercussions. The resultant disturbance is threefold : in the 
balance of payments, in the public finances and in industrial 
activity. Wages, the tariff, and monetary policy are discussed. 
The emergency measures adopted have been more succ(‘ssful with 
regard to tlu; balance of paynuuits than to the internal situation or 
the public finances. 

Das sogenmnte Gesetz der abnehimnden AiisspjiJmndelshexleulung. AI. 
V ICTOR. The present ( Jerman views on the diminishing significance 
of the volume of world trade are discussed theoretically and 
statistically. Die WeltivirtschafLskrisis, F. Sternberg. Not only 
the present crisis hut also the prticeding conjuncture differ from 
earlier instances. The distinguishing factor is the smaller possi- 
bility of imperialist expansion and ol the exploitation of now 
markets. The crisis is sharpened by tbo policies of monopolies. 
Bevolkerung und Arbeiismarkt, P. Mombert. A discussion of the 
conditions in which unemployment can be referred to over-popula- 
tion, with some consideration of the increased employment of 
women. 
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' i^chmollers Jahrbuch, 

April, 1932. Uaberhau und Unlerbau, Theorie und Praxis, E. 
Rothacker. Die Deutuv^en der Sozialpolitik, K. Pribram. 
Zur Lage der Sowjeiwirtschaft, Teil 1 : Gewerbe und La>ndwirt- 
schaft. P. Berkenkopf. Gedanken zur Einfilhrung einer ersten 
Kammer. p]. List. 

ZeiUchrift fur NationaUikonomie. 

May, 1932. Die Wirkungen von Verdnderungen der Kaufkraft des 
Geldes auf das Wirtschaftsleben, C. A. Verrijn Stuart. 
Kritische Bemerkungen zur wissenschaftlichen Grundlage der 
Ausbeutungslehre. J. P^inarsen. Grundlagen einer reinen Kosten^ 
theorie : Teil 11, H. von Stackblberg. 

Archiv fur t^ozialwissemschaft und Sozialpolitik, 

May, 1932. Knut Wicksells Auffa^sung der Entwkklnn^ des Preis- 
nivmu.^ und die Krlse der schwedischen Wdhrujig. E. Sommartn. 
Internationale Konjunkturabhdngigkeit und Aukirkie. E. Doblin. 
Die Liquiditdisstorungen und die Krlse des deutschen Bankwesens. 
(}. Bernhard. Berichtigte Echdtzungen zum Aufsatz “ Substanz- 
verluste'^ J. Marschak. 

June, 1932. Grosse^wrdnungen des deutschen GeJdsystems. J. Mar- 
schak and VV. Lederer. Der Zusnmmenbrnchder Osterreichischen 
Kredit-Anstalt. W. P'edern. Em Verfahren zur Ermiitlung 
gleichtrertiger Einkommen in verschiedenen Ldndern. H. Staehle. 
Gegenwartsfragen der inneren Kolonisation. K. A. Wittfogel. 
July, 1932. Cournotsche Gleichungen fiir beschrdnkten Wettbewerb, 
W. G. Waffenschmtdt. Sozialer Aufstieg uml Klassenschichtiing. 
S. lliEMER, Gegenicartsprobleme der osterreichischen Wirtschnfts- 
j)olitik, M. S. Braun. Die naturlichen Ursarhen der W irtschafts- 
gcschichfe, K. A. Wittfocjel. 

Zeitschrift fiir die gesamk StaatswissetiscfiafL 

June, 1932. Die okojiomischen Grundbegriffe KapiUil, Vennogen, Ein~ 
kottnnen, und Ertrag, in Fhmnzwissemchaft uml St£uerge.setzgebung. 
Pi. H. Vogel. Struktur uml Rhythmus der Weltwirtschaft. F. 
PiULENBURG. 

JahrbiicJier fiir NationaJdkonomie and SUilistik, 

May, 1932. Die Fiktion in den Wirtschafisu'isscnsclutften. A. Som- 
mer. Der Konjurikturaufschwung und seine Verursaehung. Vj. 
(■ARELIi. 

June, 1932. Zur Eoziohgie der Bohhne. und Hirer Zusaynmcnhdnge niit 
dem geistigen Proletariat. R. Michels. Denkrichtungen in der 
wathvmatischen Oekonoinie umi JStatistik. P. Lorenz. Ueber den 
Kapitalbegriff in der Forsticirtschaft, M. JiOREY. 

Vierteljahrshefte zur Konjunktwrforschung. 

Sonderhbft 20. Der Immobiliarkredit. (r. Kokotkiewicz. 
Sonderheft 27. Ejitwicklungstendenzen in der Eierivirtschaft. H. v. d. 
Decken, 
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Fimnzarchiv. 

Band I, Heft I. (New Series.) Zuhunftsproblemeder Fhmnzgeschichte, 
C. Brinkmann. Zum Problem der dffentichen KapMwirtschafL 
G. COLM. 

Metrmi, 

March, 1932. Intorno alia cMrve di conceMtrazione, C. Gtni. Early 
Population Records in Spam. P. G. Edge. II reddiio privato 
degli Italiani nel 1928. L. Meliad6. 

Giornale dejgli Econmnisti. 

March, 1932. 11 limite della trasferibilitd delV imposta. A. G. Can in a. 
La curva paretiana di distribuzione dei redditi e le illazioni cJie 
suggerisc^. A. Lanzh^lo. The writer holds that Pareto’s law of 
the distribution of incomes is unquestionably valid, and that this 
distribution is a result of tlio inherent nature of Man. Inequality 
being a law of nature, the equalisation of incomes cannot be in 
conformity with a time conception of social justice. Pareto’s law 
demonstrates the fundamental impossibility of communism. 
Jstituzioni estere affmi al (Jonsiglio naziotmle delle corporazione. G. 
Bassani. Some brief notes on national economic councils in 
Portugal, Spain, Denmark and Belgium. 1 trasporti marilimi. 
G. Mortara. The chapter dealing with maritime transport n^pro- 
(luccd from Professor Mortara’s Prospettive Economiche for 1932. 

La Riforma Sociale, 

Mar( ^ 11 - April, 1932, Camillo Suphw. A. Graztani. 11 prohkma 
della seta in Italia. E, Giretti. An article on the ])resent position 
and difficulties of the silk industry in Italy by the writer, who is 
himself a silk-spinner, Produzione e conmcrcio dei concimi 
fosfatici in Italia. A. Di Staso. Decreii veneti sopra i domestiri. 
E. LrzzATTO. Perch' la cooperazioue di produzione ha consequito 
scarsi progressi. B. llujnzzr. Some int(*r(‘.Hting observations by 
a co-operator on the problems and diffieulth^s eonfn)nting co- 
operative production. (Umjessioni di un hulmlriale . J’rofkssor 
Einaudt reproduces sonui instructive ndlections of a business man 
who has succeeded in mainlaining his clientele and making a profit 
in a competitive industry in the face of hard times, (hnsigli in 
tempo di crisi. G. Sacerdote Jaciiia. La motwta “ muitrale *’ in 
un libro del Dr. Ifayek. A. Cabiatt. A review article, partly 
critical, but larg(ily favourable, dealing with Dr. Hayek’s recent 
book, Prices and Production, 

Annali di Economia. 

G. DEL Vecchio : F. Y. Edgeworth e le nnove teorie economiche. The 
substance of a lecture given by Professor del Vecchio under the 
auspices of the Serena Foundation of London. The writer regards 
Edgewortli as ranking with Marshall and Pareto among the greatest 
economists of modern tiTues. E. d’Albbrco : Intorrio al concetto 
di cx)sto dell attivit/i finanziaria. A discussion of the difficulties 
involved in any attempt at estimathig the cost of the financial 
activities of the State. G. Bassani : La politicxh economics e i 
trattati di c/mmercio deJV Italia dalV unitd alia gtterra. A critical 
account of Italian commercial treaties from 1860 to 1914. 
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De Economist. 

February, 1932. Rvbber. G. A. P. Weyer. A comprohonsivo 
article on the economics of rubber production. The importance 
of rubber is recent and is due to the automobile. Tn the develop- 
ment of rubber there was greater risk than elsewhere, especially 
at the beginning. Figures as to the growth of the industry are 
difficult to obtain. In addition, rubljor is not homogeneous in 
quality. Different results also are obtained from different systems 
of tapping, and there has been an improvement in quality with 
cultivation. Rubber differs from other products in that it is not a 
“ harvest ” in the ordinary sense of the word ; it is “ forced ” by 
man. Tlie native growers of rubber (i.e. in Java) are subject to 
different motives from the European planters, and it is not possible 
to say how they may react to changes in price. T'hc article con- 
cludes on an optimistic note. It cannot be said that th(',ro is 
permanent over-production, or that capital sunk in rubber is pre- 
cluded from yielding profit. The figures for consumption show a 
steady trend upwards, cand it is impossible to foretell future uses. 
Beschouwhigen over onzen BuitenlatulscJien Handel in de na-oor- 
logsehe-depressie, TI. W. L. Valk. A continuation of the study of 
Dutch foreign trade with reference to the crisis of 1920 and of to- 
day. Figures for the exx)ort and import of “ animals and similar 
products are analysed in the iitniost detail from 1919 onwards. 
(‘lie appUcaiion erronee. des imihhnaliques a VecoJiomie politique, 
G. H. JlousQUET. A criticism of the “ false application of mathe- 
matics to Folitical Economy ” inherent in the appendix to Mr. van 
de Woestijne’a article on rationalisation in the previo\is October 
number. 

March, 1932. Eenige beschoiuvingen over de historische bctrekkiuqcn 
ivsschen godsdienst e.n kapitalismc. P. J. Bou.AfAN. A discussion 
of the thesis advanced by Weber in his Protestant Ethic, and of 
subsequent literature on the same subject. In addition to the 
criticisms advanced by Brentano and 8ombart, the writer deals 
witJi and summarises Tawnev, Bcligion and the Rise of Capitalism ; 
Warner, The Wcslei/an Movement in the Industrial Revolution ; 
Grubb, Quakerism and Industrq before. ISOO, and Beins, Die 
Wirthschaftsethik der Calvinistischcn Kirche der N ie.de rlaiuh, 1505- 
1050. His criticism of Weber is summarised in five points, (i) 
Weber under-estimated the influence of (Jatliolicisui on economic 
development, (ii) By virtue of the great importancti he attaclied 
to economist ic -rationalistic behaviour, his detinition of capitalism 
was too narrow. Certain aspects of capitalism were hindered 
rather than strengthened by the oldest forms of Calvinism, (iii) 
He devoted too little attention to cerfain non-religious factors, 
whicli were favourable to the formation of economic rat ionalisation. 
(iv) Ho did not always correctly interpret his sources, (v) More 
recent literature shows that Weber saw too much continuity in the 
development of Calvinism. The olilcst. Galvinism, especially in 
England and Holland, was conservative aiul anti-capitalistic. 
Productiebeperkmg, L I. Ckais'sbeuo. A discussion of the con- 
sequences of limitation of production on economic life viewed as 
a wholes and in particular its alleged effects in mitigating economic 
crises. The losses to society of a restrictive policy are indicated, 
and it is argued, on the specilic point more particularly considered, 
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that so far from encouraging restoration, it hinders recovery, since 
it diminishes piircliasing power. Demand arises normally from 
production, and each new restriction, however advantageous it 
may be to those immediately concerned, postpones the return of 
general well-being. Conscious limitation of production is only 
justifiable in one branch of an industry, if simultaneously it is 
cpmbined with extension elsewhere. While limitation of produc- 
tion is not the cause of the outbreak of the crisis, it is one of the 
principal causes of its deep corrosion and long contiiiuanop. De 
Bationalisatie m de vra<tg, I. W. J. van de Woestijne. ,A con- 
tinuation of the article in the October number. The f«all in the cost 
of production arising from Rationalisation is illustrated by reference 
to soap, boots, rubber and other industries. The articl(^ also dis- 
cusses the relation of rationalisation to unemployment and the 
effects of price variations on demand for various kinds of goods, 
with examples. 

April, 1932. 02)Z€tielijke vermeerdering ran kooplracht. Emile Ver- 
viERS. An analysis of the meaning of purchasing power and a con- 
sideration of the problem whether, in times of depression, intentional 
in(*rease of purchasing power is possibl(\ Purchasing pow(*r is tlu^ 
same as total production in a givenix^riod, but the purchasing power 
operative may be affected by the mental outlook of those concerned. 
Material purchasing power may be the same, but the effective 
purchasing power is smaller in times of depression. There is thus 
an actual purchasing power and a potential purchasing power, 
influenced by the imagination, and thos(^ arc not identical. Hence 
inflation, in a wider sense than that in which the term is ordinarily 
used. The policy of increasing purchasing power by high w^ages 
falls under this head, and the theory is exemplified by the Americ.'in 
boom of 1927-29, which made purchasing power the sourc(^ of 
well-being and represented advertisement as a fourth ag(‘nt of 
production. Each new artificial increast^ of purchasing 2)ow(‘r, 
how^cver, occasions new dearnes.s and liampcrs the mark(‘t, so that 
further artificial increase of purchasing powc^r becomes necessary. 
In time the potential element in purchasing ])()wer works no longer, 
and there is a transition to deflation. The (dTects of increased 
purchasing pow'cr arc show^i to depend on flu* psycliological factor 
which differs in the upward and downward phases of the cycle*. 
Throughout there is emphasis on the im])ortance of tlui mental and 
psychological factor. Man is anything ])ut an economic animal ; 
in economics it is the imponderabilia which count. De Uaiioiml- 
isaiie en de vraag, 11. W. J. van de Woestijne. A continuation 
of the previous article, comprising (i) a discu.ssion of the cost-pric(5 
curv(*. ; and (ii) a consideration of the position of rationalisation in 
r(*gard to distribution. Rationalisation is in the main confined to 
the sphere of production. Figures an^ cited showing the increased 
cost of distribution and of the numbers therein engaged. The 
forces of production are in various ways pressing for a new system 
of distribution. 

May, 1932. Verstarrifigsverschijmelen in de kapitalistische Maai- 
sekappij, R. van Genechten. A general discussion of present 
tendencies in the structure of capitalistic socicity. Vrijhandel en 
ecmmnisch herstel. J. Oortwi.jn Rot.jes. IVotectiofilst criticism 
of Professor Bordewijk’s article in the January number, with a 
^1% by Professor Rordewijk. 
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NEW BOOKS 

British. 

Abbatt (A. H.). Tho economic lessons of 1 929-31. The first eleven 
bulletins of the Unclaimed Wealth Utilisation Committee. P. S. 
King. Pp. 94. 4s. U. 

Allcock (H. J.) and Jones (J. R.). The nomogram : tho theory 
and practical construction of computation cliarts. Pitman. HV. 
Pp. 2Q9. l{)8. 6d. 

Anthony (S.). Women’s place in industry and homo. Routledge. 
8U. Pp. 243. \{)s. M. 

Penn (E. J.). Honest doui)t : or, The price of ])olitics. Penn. 
8". Pp. 248. 6^f. 

Pehkelbacti (A.) and H utton (D. G.). “ TIk^ pinch of plenty ” : 

the world agrarian crisis. SidgA^ick and Jackson, ly. Pp. 172. 

3.9. M. 

Blake (H.). World disorder and reconstruction. Allen and 
Unwin. 7|". Pp. 186. Cys. 

British Association . Business and .science ; being collected papers 
read to the Ueparimcnt of Industrial (’"o-operation at the ('entenary 
Meeting of the British Association for the Advancomont of Science, 
London, September 1931. Sylvan Press. 8i". Pp. 310. 5.9. 

Cas.sel (G.). TJie crisis in the world’s monetary systtmi : being 
the Rhodes Memorial L(‘ctures, 1932. Oxford, Clarendon Press. 7J'’. 
98 pp. 4,9. i)({. 

(hiAiviJiEKS (J. 1).). Nottinghamshire in the Eighteenth Century : 
a study of lif(‘ and lal)our und(‘r the Squirearchy. P. S. King. sV'. 
Pp. 377. 15.9. 

Clapham (J. H.). An economic history of modern Britain: free 
trade and steel, 1850-1886. Cambridge University Press. 9J". Pp. 
554. 25,9. 

(’lake (G.). a money market x^rimer. 3rd ed. Revised by M. H. 
Meouah. Effingham Wilson. 9". Pp. 287. 

Cole (G. D. H.). Economic tracts for the times. Macmillan. 
ny. 327 pp. 12,9. fid. 

Dobb (M.). Soviet Ku.s.sia and tho world. Sidgwick and Jackson. 
71". lY 178. 3,9. fid. 

Einziu (P.). Finance and politics. Macmillan. 8J". Pp. 139. 
7s. fid. 

Grimm (F.). Tho thirty-fifth conference and Germany’s answer. 
Translated by Marie Hay. AVilliams and Norgate. 7J". Pp. 123. 
2s. M. 

Halley Stewart Lectures 1931. The world’s (H'onomic crisis and 
the way of escajK*. By Sir A. Salter, Sir J. Stamp, J. M. Keynes, 
Sir B. Blackett, H. Clay, Sir W. H. Beveridce. .\llen and Unwin. 
71", Pp. 194. L9. fid. 

Harwood (P. J.). The reorganisation of the State (in relation to 
the present crisis). Ovingdean, Brighton, P. J. Harwood. 7^". 
Pp. 190. Is. 

Henderson (F.). Money power and human life. Allen and 
Unwin. 7J". Pp. 205. (w. 

Hobson A.). The recording angel : a report from earth. 
Allen and Unwin. 7P'. Pp. 126. 3s. fid. 

Hoiioii (E. M.). " The eo.ox»erative movement in India. P. S. 
King. sy. Pp. 340. 15.9. 
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Jevons (H. S.). Tho British steel industry. Pitman. Pp. 

31. Is. 

" Johnson (E. A. J.). American economic thought in tho seven- 
teenth century. P. S. King. 8|". Pp. 292. 12^. 

Keeble (Sir’E.). Fertilisers" and food production on arable and 
grass land. Oxford University Press. 7J". Pp. 196. 6s. 

Larranaga (P. J. M.). Gold, glut, and government : a new 
economic dawn. Allen and Unwin. 7J". Pp. 191. 6.9. 

MAXWELL (D. W.). The principal cause of unemployment. 
Williams and Norgate. 8J". Pp. 273. Is. 6d. 

McGregor (A. G.). Raise wages ! London General Press. 8J''. 
Pp. 60. 2s. 6d. 

Pape (A. G.). Tho alternative to Communism, ('ceil Palmer. 
li". Pp. 126. 2,9. iyl. 

Patterson (E. M.). America ; world loader or world led ? Sidg- 
wick and Jackson. Pp. 174. 3^. 6d. 

Peddie (J. T.). The measure of value solution of gold and silver 
prohlom.s. P. S. King. 8J". Pp. 45. 2^. 

Robbins (L.). An essay on the nature and signiheanee of economic 
science. Macmillan. Si'". Pp. 141. 7a*. Od. 

Robertson (D. H.). Banking policy and tlu? price levi4 : an 
essay in tho tlieory of the trade cycle. 3rd imprt.‘ssion, revised. V. 8. 
King. 7J". Pp. 103. 5,9. 

Renattts (K.). The twelfth hour of capitalism. Alloji and 
Unwin. 7f'. Pp. 262. 7,9. (kf. 

Seymour (J. B.). Tho Whitley Councils Scheme. P. S. King. 
Si/. Pp. 253. 12 a'. 

Smith (Adam). A catalogue of the library of Adam Smith. 2nd 
cd., prepared for the Royal Economic Society by James Bonar, with 
an introduction and appendices. Macmillan. SJ". Pp. xxxiv | 210. 
215. 

Spalding (W. F.). A primer of foreign exchange. 3rd cd. Pit- 
man. 8|". Pp. 124. 3,9. 6d. 

Wardlaw-Milne (Sir J.). The G.H.Q. of £ s. d. Cassell. 7.}". 
Pp. 130. 3,9. 6(1. 

Wiggles WORTH (F. and R.). The gold tangle and tho way out. 
John Lane, 71". Pp. 245. 5.9. 

Wtnterbottom (A.). An inquiry into the employment of j uvemiles 
in Lancashire. MancliestcT, The University Press. 9". Pp. 23. (kL 
Withers (If.). Money in the melting-pot. Sidgwick and Jackson. 
ly. Pp. J38. 3.9. Vxl. 

American. 

Angell (J. W.). 'J'he recovery of Germany. 2nd ed. Oxford 
University Pn^ss. 8". Pp. 442. 22,9. 6fl. 

C'arroIjL (M. R.). Unemj)loymcnt insurance in Austria. Wash- 
ington, Brookings Institution. O'". Pp. 52. 50c. 

(Jlark (H. P.). Economic tluiory and corr(‘,ct occupational distri- 
bution. Columbia University. S". Pp. 176. 

(JuMMTNs (E. E.). The labour problem in the United States. 
Macmillan. 9". Pp. 857. 18,9. 

Garrison (E. E.). The riddle of economics. Maomillan. 7J". 
Pp. 329. S2.50. 

Hoar (R. S.). Unemployment insurance in Wisconsin. Stuart 
Press. 8J". Pp. 101. 
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Jones J[E.) and Bigham (T. C.). Principles of public utilities* 
Macmillan. 8.^'". Pp. 799. 215. 

Riggleman (J. R.) and Frisbee (I. N.). Business statistics* 
McGraw-Hill. 9". Pp. 707. 24.9. 

Seligman (K. R. a.) and Love (R. A.). Price-cutting and price 
Tnaintonanco. Harper. 9". Pp. 539. §6.00. 

Slighter (S. H,). Modern economic society. Henry Holt. 91-". 
Pp. 909. .S5. 

Woodward (D. B.) and Rose (M. A.). A prinicjr of money. 
McGraw-Hill. 7^". 1^. 261. 


French, 

Alliz^! (F.). Les problcmes economiques et financieres do Targciit- 
metal. Paris : Marcel Riviere. 9''. Pp. 64. 

Andreadks (A.). Les finances de T Empire Japonais et leur 
Evolution. Paris : iYlix Alcan. 7V'. Pp. 203. 15 /r. 

Desoubry (M.). L’argent-m^dal, la clnile des cours de 1929 a 1931, 
et s(‘s repercussions (Economiques. Paris : Les Presses Uinvorsitaires 
de Fra?ic(*. lO''. Pp. 286. 40 /r. 

Haeadjtan (B.). De la crise a la prosjxTitt'*. Paris: Sirey. 8J". 
Pp. 135. 15 /r. 

Herlsson ((A). Le contixjle du credit a court tei mo p.ar la Baiiquo 
(l'AiigleteiT(\ Paris: Sirey. UP. Pp. 462. 

K( >szr"L (J . P.). Les elfori s de restaurat ion Iniaiiciere de la Bulgarie 
(P,)22 1931). Paris: Feli.x Alean. 10". Pp. 4(>7. 80 /r. 

Lescure (J.). Des crises g('neral(‘s (^t p(Erio(li(pics de surx)r()duction : 
(piatrieme edition : 2 tomes. Paris: Loviton. 65 /r. 

Wa(jemann (K.). IntrodiKition a la theorie du mouvenient des 
alTaiivs. Paris : Felix Alcan. 10". Pp. 127. 25 /r. 

(Herman. 

BrssE (H.). Die Golddcviseiiwiihrung, ihre Bed(nitung in Wrgang- 
enli(‘it und (ieg(*n\vart. Berlin, Gt'org Stilke. 9". Pp. 134. 3 m. 

Ki'xstenaar (.1.). D('r Finanzhaushalt des \V)Ik(*r})imd(‘s mit 
lK\s()U(ici'cr Beriieksielitigung dor Hauptprobleme dcr Aiisgabeupolitik. 
Ziirieli, Hans A. Goitswill(‘r. 9". Pp. 119. 

Lange (().). Dio Preisdispersion als Mittel ziir statist iselien 
Messung wirtschaftlicher Gleichgewiehtsstorungen. Leipzig, Hans 
Busko. 9]". Pp. 56. 4 m. 

Moi.l (B.). Gerei;htigkeit in der Wirtseliaft ? Berlin, Paul Parey, 
91". Pp. 90. 

Schneider (E.). Heine Theorie monopolist ischer Wirtsehafts- 
fonneii. I'iibingcui, J. C. B. Mohr. 9.P. P}). 175. 13.20 m. 

Sohary (F.). Die Ursachen der Krise. Tiibirigen, J. G. B. ]\lohr. 
Si". Pp. 122. 6 m. 

WoYTiNSKV (W.). Internationale Hebung der Preiso als Ausw('g 
aus d(u- Krise. Jjt'ipzig, Hans Bu.ske. 9]". Pp. 1(>3. 12.50 m. 


Italian. 

Cas.sola (C.). Scritti di economia c finanza raecolti da A. 
Graziani. Napoli. Pp. 116. 20 lire. 

Castelnuovo (A. Di). 11 problema della montagna. Roma, 
Cremoncsi. Pp. 360. 30 lire. 



516 


THE ECONOMIC JOURNAL 


[SEPT. 1932 


Messedaglia (L.). Per la storia dell’ agricoltura o del^ alimenta- 
zione. Piacenza, Fedcrazione consorzii agrarii. Pp. 381. 35 lire. 

Mobtara (G.). Prospetiive cconomiche. Dodicesima edizione, 
1932. Milan, Universita Bocconi. 10''. Pp. 615. 50 L 

SuPiNO (C). II capitale immaginario. Pavia, Treves. Pp. 85. 
18 lire. > 

Dutch. 

Renaud (A. J. W.). Wholesale and Retail Prices in Holland and 
Belgium. Nederlandsch Economisch Institut. 2 vols. Haarlem, 
Bohn. 

De Jon (A. M.). Dc goiiden standaard ; rede iiitgcsproken bij dc 
aanvaarding van het ambt van buitengewoon hoogleeraar atm de 
Nederlandsche Handels- Hoogeschool te Rotterdam op 25 «lan. 1932. 
The Hague, Nijhoff. 9.^". Pp. 52. 

Swedish. 

Akerman (J.). Economic progress and economic crises. Mac- 
millan. Pp. 190. 12, ikl. 
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The coal problem. Report of the Economic (’ominitte**. Pp. 
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An industrial survey of SoutJi Wales made for the Board of 
Trade by the University College of vSouth Wales and Monmouth- 
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Trade by the University of Liverpool. H.M.S.O. Pj). 174. 
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BEITAIN’S ACCESS TO OVERSEAS .MARKETS ^ 

There have been within the last few years a nnrnber of l oports 
of special British Economic Missions sent to various (loniinions 
and foreign countries to inquire into the difficulti(\s which are being 
met in marketing British products overseas; in addition, there 
have been Government Committees - specially devoting their 
attention to this subject. Their efforts arc an indication of the 
increasing anxiety with whicli the Biitish export position is 
being regarded, and it is proposed to consider some aspects of 
their inquiries in the light of the events of the years after 1020. 
Statistical surveys have indicated that Britain had failed to recover 
in the post-war years a position comparable to that which she 
occupied in 1013 in the export trades; this lack of reoiqjerative 
power was not mei*ely absoluR*, as show n in the decreased quantity 
of her sales, which in the favourable years 1025- 29 was estimated 
to be 10 per cent, below' her level in the years biffore 1914, but it 
was relatively unfavourable in so far as world trade and the trade 
of some of our leading rivals were increasing at a nioie rapid j)ace 
and had easily surpassed their pre-w ar quantities. 

The reasons advanced to explain this generally admitted 
flowing down of overseas sales have varied with the passing of 
years, but have fallen into two main groups : the fii’st may be 
said to place emphasis upon the natural couise of world develop- 
ment in production combined with the long series of casual 
misfortunes to which British trade has been specially subject ; 
the other tends rather to urge that there is sonic* special retarding 

^ Proaidoiitial Adilros.^ to Section F of the Hritish Association, \ ork, 

“ Among these reports may bo nientioned the i\)llo\ving : 

Report oj the Jirlti.sh Kcotiomic Mtufikm to the Far Ka.st. 1931. 

Report of the British Fconumic Mission to Atyrnttna^ Bnizift and i rnguay. 

1930. 

Report of the Cotton Mission to the Far Fast. 1931. 

Interim Report of the Committee on Education for Salesmanship : British 
Overseas Marketing. 1929. 

Final Report of the Committee on Industry and Trade. 1929. 

No. 168. — VOL. XLir. M M 
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cause operating in the case of British sales which is not present in 
the case of other countries, at least to the same extent. It finds 
this underlying cause in non-adjustable costs and in the suggested 
rigidity in the British income and price structure which has put it 
out of gear with the economic levels of price and remuneration in 
other countries. 

Influences Limiting the Expansion of Bhitisti Exports 

It is obvious that the two reasons advanced are not necessarily 
separate and mutually exclusive ; the second becomes prominent 
after 1925-20. Passing these influences in review, it may be said 
that the growth of local manufacture and the desire of many 
countries to devcloj) what they believe to be their industrial 
resources have always been recognised as a main factor in the 
changes wliich have taken ])lacc. It is clearly a permanent 
influence which received special stimulation in the years after 
1914; large groups of markets outside Europe found themselves 
cut off from their usual sources of supply for industrial products 
owing particularly to the absence of the two countries which held 
industrial leadership, Britain and Germany. New industries 
therefore grew up in India, China and Japan, in Brazil, Argentina 
and Chile, in (.'anada and Australia, wliich required some measure 
of protection to entrench themselves against the competitive 
power of long-established foreign organisations. I'his new effort 
was usually directed to tlie common grades of staple goods, 
leaving the upper ends of tlie markets and the specialities for later 
attention. IIic tendency is one which was familiar before the war 
period, in the textiles at least. 

There is little need to labour the difficulties which accumulated 
in the years 1914-21 for tlic British staple cx])ort industries : fuel 
])roduction, the textiles, the heavies, comiuising general engineer- 
ing, steel smelting, iron and steel rolling, together wdth shij)- 
building, became, after 1921, the depressed group ; the w ar period 
had naturally led to extreme over-devcloi)ment of the heavies and 
of shijibuilding, and had given to Jajian and to the U.S. A. unrivalled 
opportunities of making new^ business connections in former British 
markets. For coal-mining the prospects seemed at first bright; 
neither the Ruhr nor the Nord coalfields recovered rapidly ; but 
tlie return of these areas to full output, the development of the 
German lignite beds, the new Dutch coalfield, the Polish efforts 
in Silesia, as well as the technical advances in fuel economy, the 
growth of hydro-electric power, the use of oil fuel for shipping, 
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the expansion of road transport, placed a serious limit on British 
power of export. The industry was also damaged by the strike 
of 1920, and by the dislocation of its marketing through the 
method of paying reparations in kind. The textiles began to affect 
the position from 1924 ; the difficulties in the Far Eastern markets, 
the troubles in India, the successful competition of Japan, all 
played their parts. 

The decline in the purchasing power of local populations was 
also commonly advanced as a cause of difficulty ; it was stated that 
in the immediate post-war period the populations of certain 
regions, such as Russia, India, the Near East, the Far East, and 
Mexico, had suffered a decline in their standards of living, and that 
for a considerable period they would be bound to buy goods less 
expensive than those offered by Britain ; they had drifted to a 
cheaper class of article than formerly. The evidence u 2 )on this 
matter is far from satisfactory, and it will be the sul)ject of 
comment later in this survey. 

The heritage of restrictive tendencies and of linancial and 
exchange troubles left by the war years is a further factor which is 
held to have retarded recovery. No doubt the multiplication of 
customs tariffs, the enforcement of prohibitions and of trading by 
restrictive licences, the presence of special privileges in trade to 
l)articular industries such as national shipping, the use of State 
control and social monopoly by govenmients to avoid the ordinary 
liabilities of commercial trading, all exercised a limiting influence 
uj)on international trade, but by 1925 great progress had been 
made in removing the most serious obstacles, and the actual level 
of Eurojjcan tariffs was relatively little higher than that of 1913.^ 

The years after 1925 represent the second i^liase of recovery 
from war dislocations — ^namely, the growth of production, trade 
and general material well-being throughout tlie world ; they were 
distinguished by ra^ud technological advance in agriculture and in 
certain new manufacturing industries, such as wireless a 2 )paratus, 
electrical goods, automobilism, and artificial silk. This somewhat 
unbalanced development led among other effects to a great cheap- 
ness of foodstuffs and raw materials. Britain benefited in so far 
as her exports fell relatively slowly in price, while her imports of 
food and raw material fell severely ; she herself had no significant 
agricultural outjiut of this type which was S2)ecially injured by 
falling prices, but many of her chief markets were found in regions 
of primary production to which her industrial output was mainly 
complementary, and in this direction she was subjected to losses. 

* Cf. T<triJT Level hidkes, Loaguo of Nations Publication, 1927. 
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The return of J^ritain to the gold standard in April 1925 made 
the exchange position prominent and was held to have imposed a 
special handicap on the British oxpoi*t tradeft. The General Strike 
of 1920 and the inflationary movements in France, Belgium and 
Italy followed in turn ; each administering its special short-])eriod 
shock to the business system. 

The list of unfavourable events leading on to the crisis which 
began in 1929 could be made more comprehensive, and it could be 
argued that Britain has been compelled through the pressure of 
events to recognise that her traditional dependence on a large 
overseas market to assist in the full employment of her people at 
relatively high standards of living is no longer feasible, and that 
her stniggle to a new equilibrium position in world trade will 
involve an increased dependence on the home market and on 
those overseas markets where her sj>ecial characteristic products 
hold their own at remunerative price levels, and the products of 
which arc mainly complementary to the chief British industries. 
Britain might be held to be tending to an international position 
more lilie that of France, where the home and empire markets form 
the centre block of the foreign trade structure. 

The difficulty with this form of interpretation of i)ost-var 
development is that it does not make clear why Britain is in this 
special position of retreat or at least of slow advance as compared 
with countries whose resources seem less than her own. Mr. 
Loveday and others have stressed this ])oint, and the following 
sentence from his essay on Brituin and World Trade may be 
quoted : “ The evidence is, it may be hoped, arlequatc at least to 
s^gg^st that the difficulties [of Britain] arc confined to no particular 
type of industry, major or minor, new or old, that they arc due 
neither to the special prosperity in the Far East (or West) nor to 
the chaos in Europe which is passed, neither to inflation nor to de- 
flation, that our successful competitors are drawn from all quarters 
of the globe and have pursued currency policies wholly dissimilar. 
Disorder and prosperity, depreciating and appreciating exchanges, 
tariffs and dumping, subsidies and proliibitions may all in fact 
have proved damaging; but tliere must surely have been some 
special reason connected with our internal economy which rendered 
them more disastrous to the United Kingdom than to other 
countries. But this view is too rarely expressed.” ^ 

The basis of this statement is the examination of international 
trade statistics from 1924 to 1929, which indicates that in a period 
of general prosperity, Britain’s rate of advance was relatively 
^ Loveday, Britain and World Trade, pp. 170-171. 1931. 
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much slower than that of any other important trading country. 
It is not so much the depression of the depressed industries as the 
failure of the new industries to grow adequately which Loveday 
deems serious. The trade of the world had increased, but Britain’s 
share had diminished. Mr. Loveday goes on to suggest that the 
Rueff ^ diagram, showing the numbers of unemployed and their 
relation to the ratio between wholesale prices and wages, leads 
one to think that a lack of adjustment of wages to prices is a 
serious cause of disequilibrium. This evidence seems hardly 
adequate as an analysis of labour costs ; jMr. Cole ^ has worked 
over wages rates in different countries without finding that British 
wage levels had gone notably out of line with those of other 
industrial countries, and the question of labour costs raises broad 
issues of technical efficiency in industry. As the AFacmillan Com- 
mittee have pointed out, several of our important industries are 
not among those which have been showing, of late years, the most 
rapid technical advance ; they state that ‘‘ in 1929 our exports of 
manufactured goods, though declining, were still greater than those 
of any other country in the world. At the same time, our real 
wages, wliilst com})aTing unfavourably with those in the United 
States (which country, however, is unable to compete with us in 
world markets in o\ir principal staple exports such as coal or 
textiles and many iron and steel products), were much higher than 
those paid by any of our chief European competitors.” The 
maintenance of so great an export trade makes it unlikely that 
British technical efficiency is much behind that of her chief com- 
petitors. On the other hand, they blamed the return of sterling 
to pre-war ]:)aritv in 1925 as a cause of the difficulties in export, 
while indicating that the organisation of British industry as 
distinct from its technique was often defective, and that we had 
been slow in applying ourselves on an adequate scale to certain of 
the newer industries. 

Those who offer the above explanation of the export trade 
difficulties arrive, therefore, at the conclusion that it is the 
relatively high costs of certain British indiistrie»s which have 
weakened their hold on old markets, and that the remedy is to 
reorganise output and reduce cost until it retuins to its efficiency 
level with that of foreign competitor. It is then thought that the 
elasticity of demand for British exports in the w orld’s trade will be 
such that expansion of a more rapid kind will take place. 

^ Jacques llueff, Les Variations dii Chomage en Anglvtcrre. 1025. 

2 G. D. H. Colo, British Trade and Industrg. ]0;}2. 

® Report of Committee on Finance and Industry, p. 5.*!. 1931. 
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It is at this point that attention is naturally drawn to the side 
of demand and markets, to inquire if they cast any light upon these 
issues. The missions sent from this country to selected markets 
went to find out why Britain was losing her status in those areas, 
and within the limits of their opportunity gave certain answers. 

The evidence bears upon three issues of importance affecting 
Britain’s access to overseas markets : 

(1) The characteristics of the market. 

(2) The structure and efficiency of the distributing organisa- 
tion. 

(3) The position witli regard to tariffs and the use of commercial 
diplomacy. 

Ttte Sales Position in the Markets 

It is no doubt difficult to make any generalisations which 
cover so many different tjq)cs of markets and so many com- 
modities without introducing undue simplification. It is obvious 
that there arc markets like India, where Britain sells of 
manufactures per head of population each year, and the Far East, 
where in a good year she may sell \s. i)d, per head of estimated 
population, at one end of the scale, and at the other end countries 
like Australia and New Zealand, where £10 per head is sold, whilst 
in between come areas sucli as Canada and Newfoundland with 
£2 106*. per head, the South American States with 306. to 406., and 
Scandinavia with 286. to 306. In a populous low-grade market 
such as China, an increase in general prosperity is a most inllucntial 
factor on purchases, whereas in a highly develo])cd country an 
increase in numbers is for most industries an equally favourable 
sign. 

In spite of these difficulties and limitations, a few' general 
matters raised by the Economic Missions may ])e surveyed. It 
seems generally agreed that an increased choice of all classes of 
goods lias become open to the overseas purchascuvs, and that the 
field of effective competition has broadened in most classes of 
goods, so that traditional business connections of a semi-mono- 
polistic kind have lost much of their value. As this heritage of 
predominance was often British, it has followed that the offer of 
alternative choices affected her more than most other countries ; 
the passing of exclusive markets has also meant that a much closer 
degree of adaptation to market requirements must be aimed at, 
since standard articles of coasumption have to bear an increased 


^ 1927 estimatoa. 
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psychical wear and tear. This raises serious difficulties for the 
producer who had hoped to maintain mass output methods, but it 
appears to be a definite trend both in highly developed markets 
where it might be expected and also in more general markets such 
as India where it might not be expected. It must be kept in mind 
that methods of sale in the home market and in countries such as 
the U.S.A. and Australia have made rapid advance within recent 
years, and this striking change in outlook regarding sales and 
demand is bound to spread through the whole field of international 
commercial intercourse. The outlook is away from broad general 
sales towards di/Terentiation of consumer groups. 

Closely associated with the range, choice, and adaptation of 
the goods as produced, there has come increased emphasis on all 
those services which the purchaser requires to accompany a 
successful sale ; these include *‘no trouble ” quotations as regards 
language,'prices, weights and measures, considered action regarding 
packing, its weight and suitability, a clear position regarding terms 
of sale, time of delivery, and terms of credit, and with some classes 
of goods the ])ro(lucer or his agent may require'- to instruct the 
])urchascr both in the proper methods of use and upkeep. The net 
terms of purchase have come to cover much more than a price, and 
in some markets have given rise to considera))le friction between 
buyers and sellers. 

A somewhat widely quoted criticism of British selling methods 
has been that which urges that the quality of Ihitish goods is too 
good for their market, while their price is beyond its paying 
ca})acity. In the poorer markets like China, this point has, no 
doubt, substance, but it raises difficulties in industrial policy. If 
what is meant is that Lancashire, for exam])le, is sticking to the 
upper end of the market and oJTering a better article at a higher 
price, then the (pu'stion whether such extra quality is really dearer 
in actual use arises. If, on the other hand, an artich' with a short 
life at a low XR'iee is deemed adequate for the job, then this cheap 
grade must be provided if the connection is to be held. No doubt 
Ih’itish industry cannot view with equanimity the loss of the cheap 
ends of markets ; at the same time it must be recognised that 1 here 
is more risk at the cheap end, since it is moi‘e ox)en to competition 
from the foreign country s own ijidustries as well as to that of 
other countries ; the whole trend has been to leave the cheax)er and 
rougher work to begimiers or to countries Avith low levels of 
remuneration. 

The evidence seems to suggest, however, that there has groAvn 
up a special type of cheap market for articles, either machine or 
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textile, ^vhieh are rapidly scrapped either through the influence of 
fashion, invention, or through having served some limited purpose. 
The example of a special type of shovel,^ light and fragile, used for 
unloading a cargo of coal and then thrown away so that no 
collecting, storing, or reissuing troubles might arise, is a case in 
point. It was not considered that this article compared in any 
way with a sound standard article, but its net advantages were 
deemed greater to the purchaser. Low })ricc is, of course, vital for 
such sales, and as many such cases can bo given, it seems worth 
further investigation whether rec(mt invention in many fields is not 
creating a cheap substitute article to many old-established standard 
articles of such a character that an appeal is made to people with 
relatively high standards of living, and not merely to those who 
cannot afford anything better. A further difficulty emphasised in 
most of the reports is the credit and finance of sales, particularly of 
machinery and the more elaborate forms of capital (equipment. It 
is not possible to consider in this paper how far British methods of 
export finance can be said to curtail unduly the period of credit 
granted to customers or to make it less liberal than before 1014 in 
important markets. Ft is clear that a sound policy would depend 
upon a considerable number of general and special factors : the 
duration of overseas credit must usually be longer than the period 
of domestic credit to cover transit time ; the credit worthiness of 
the firms in a particular country or trade must b(' examined, the 
customs of the area under observation and the general attitude 
towards meeting obligations; agricultural countries require con- 
sideration of their crop position. No doubt sales may be stimu- 
lated by long credits, but if this merely means a loss of all ])rofit or 
an accumulation of market risks and losses, it is simply unsound 
business dealing. Most countries, including Britain, have attempted 
within the years after 1 920 to develop schemes of export credit, and 
of credit insurance to cover certain kinds of ex])orts where a period 
of years was involvc'd, but th(^ State schemes have been carefully 
guarded in their scope and in their bearing of risks, and it seems 
doubtful how' far they represent a useful approacli to this problem. 

The subject of suitable publicity and advertisement is one 
which is of considerable importance in most markets, and can be 
made a matter of joint effort between firms ; advertisement is one of 
the best methods of conveying information to the consumer; if 
incomes are rising in a market it is a valuable aid in attracting part 
of the additional available purchasing j)owcr to the class of 
commodity concerned ; in addition, it constitutes a useful check 

^ IiiUrhn Report of the Committee on Education for Salesmanahipf p. 27. 
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upon the marketing organisation, since it strikes through to the 
consumer and keeps the commodity before his notice. Tn so far 
as other commodities are competing either directly or indirectly 
with the article of the advertiser, it may be necessary to engage in 
combative publicity in order to preserve a share of the market. 
The evidence suggests that British traders liave not as yet developed 
so definite an outlook upon this form of expenditure as those of 
certain other countries. 

The Structure and Efficiency of T)istribi:tive Okcanlsation 

The structure and working of the intermediary system have 
been the subject of examination and criticism within recent years, 
both in the home and overseas markets. Eimdamen tally, no 
doubt, the problem of providing a cheap and efricient marketing 
system is the same in both cases, but overseas distrihiition involves 
greater elaboration and complexity of services. 

Broadly considered, the alternative channels are : 

(1) Th(* sale to merchants in Britain who sell overseas. 

(2) The sale or consignment of goods to merchants overseas. 

(3) I'he sale direct by the manufacturer’s organisation abroad 
either tlirough agents or through its own staff of commercial 
travellers. 

(4) The em])loyment of central selling agencies of a cartelised 
type, or joint selling organisations of an independent kind. 

All these systems exc(‘pt tlie last are found on a considerable 
scale in British overseas trade. The view has ])een expressed that 
the mcrchanting system is the weak link in thi^ chain, and that 
efforts should be devoted either to the creation of more direct and 
highly centralised methods of marketing or in other eases to various 
methods of strengthening the intermediary system to enable it to 
unclertake the heavier modern task of k('('ping in touch with the 
market. 

The main difficulty with the merchanting system is ludd to be 
the lack of incentive to push Ihitish goods ; it is immaterial to 
foreign merchant houses whether they push the goods of a particular 
country or not ; so long Jis British sales were the chief part of the 
market, it is said, the system grew up satisfactorily. An importer, 
of course, may aim at control of his market and attempt to screen 
it off from the producer, or alternatively, witli a powerful manufac- 
turing interest, he may become prcactically an exclusive agent for 
one firm. The method which has grown up particularly in 
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American business is to put manufacturers’ direct representatives 
or service men alongside of the merchants, not to sell but to keep 
in touch with consumers and their outlook, as well as to use 
methods of publicity and marking of goods to acquire the goodwill 
and indirect control of tlic market. 

There has been a tendency in many markets towards direct 
methods of marketing, even where the countries are not highly 
developed industrially ; with some commodities, such as chemicals, 
cigarettes, and oil, it has even been possible to do up-country direct 
trading from depots managed by agents in China. These efforts to 
strike more directly through to the consumer are very familiar in 
domestic market organisations, but in these days of sensitive 
national feeling it seems 2 >rudcnt that the directness should be 
associated at least in part with the employment of citizens of the 
country the market of which is being served, either in associate 
coraj)anies or subsidiaries; it may also be wise to associate the 
market served with processes of assemblage, rei)air, and(‘quipment, 
which confer on the commodity concerned a certain national status. 

A main difticulty in overseas distribution is that small and 
medium -si 7X'd firms have little chance of using direct methods 
unless they combine. If they are cartelised, they may develop 
the central selling agency method, but if not, then the diflicidty of 
access to overseas markets can only be overconu^ b}' some form of 
joint selling agency supported by linns the products of which do 
not directly compete with each other. 

It is obviously im 2 )Ossible to say without detailed examination 
and trial which of these forms of distributive organisation is b(‘st 
able to survive and serve a given market, nor has any evidence of 
the relative costlinf*ss of these forms of marketing ])een available. 

It is clear, however, the British Economic Missions have found 
in most of the rnarluds they examined that high price is the chief 
difficulty facing British ex])ansion, that demand has become much 
more sensitive and exigent in its recpiirements, that the inter- 
mediary structure is subject to serious criticism in many areas, and 
that new ex])eriment and effort to keep in closer touch with con- 
sumers’ outlook are due to be made in foreign as in domestic 
markets. A suitable illustration of these difficulties in selling 
orgfinisation is found in the account given by the ( ‘otton Mission 
to the Far East (1931) of the Chinese market for Lancashire piece 
goods, with its reliance upon importing houses and Chinese dealers, 
its troubles with credit and with dealers who depart hastily to 
“ Ningpo more far ” in lieu of paying their accounts. The mission 
examined the possibilities of centralised selling, and the ware- 



1932] Britain’s access to overseas markets 


527 


housing at central points of stocks adequate to the market. The 
views expressed by those engaged in the trade laid stress on the 
necessity of continuing to use the Chinese intermediary system, 
whatever change might be made in creating a central body with 
depots to introduce and carry the goods. 

The Need for Market Investfoation 

It may be asked, however, whether general surveys of market 
difficulties, such as the British Economic IMissions have made, are 
either adequate for their purpose or convey any clear conception 
of the marketing position. In rapid visits they arc bound to col lect 
the faults and the fault-finders, without having time to get a sense 
of proportion. No doubt there are weaknesses in selling organisa- 
tion, but Britain has no monopoly of shortcomings and her methods 
are much the same, it may bo urged, as those of most of her 
competitors. Such questions are not capable of being directly 
answered ; it is obvious that if the missions have found serious 
faults, attempts should be made to remedy them, even if the 
U.S. A. methods are also faulty ; and further, with changing trade 
conditions it would indeed bo peculiar if the field of selling organisa- 
tion did not show tendencies to change, develop and experiment 
with new ways of adjusting demand. It is in fact well laiowii 
that selling method has been changing rapidly in the large domestic 
markets of Britain and the U.S. A. within the last twelve years. 

This is ground for asking if such missions get elose enough to 
their work, and have a broad enough conception of their task. 

What is really wanted is a thorough inquiry into the general 
market position as a background for action. There is the grading 
and grouping of consumers, the amounts of their family budgets 
and standards of living, their habits of exi)enditure, prejudices, 
preferences, methods of purchase; the general character of the 
distributive structure, the position of merchaiiting, agency, direct 
trading, and so on ; the variations by regions and the variations 
by season in demand. Last comes the commodity marketing 
investigation, the ])osition of old ])roducts and of new ones. The 
position of an established product may be described with reference 
to its users and present iLses, the price limits within which it sells, 
the existing brands and qualities, rofisons for successful expansion 
of sales or of failure, the completeness of its distributive arrange- 
ments and its usual terms of sale, delivery and so on. Methods of 
introducing new commodities to the consumer, the use of laboratory 
shops, estimates of potential demand, satiation points in con- 
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sumption, all may be the subject of close observation. It may be 
asked, Who is to undertake such laborious investigation ? Much 
of it is already done in the U.S.A. and a little in Britain ; the task 
would not be so overwhelming if it were systematically approached. 
No doubt manufacturers’ own organisations and private agencies 
could undertake some of the work, but the suggestion may be 
made that the Department of Overseas Trade, which is in touch 
with all Britain’s overseas markets, might be provided with a 
staff of marketing specialists ^ who would examine sales problems 
from this angle and who could undertake both general studies and 
commodity marketing studies. Such work would give a balanced 
view of the market examined, and could be carried out without 
offence to other countries ; it is an entirely different type of task 
from that wliich the U.S.A. Tariff Commission imposed on its 
agents when it instructed them, some years ago, to incpiire into the 
costs of production of certain industries in foreign countries. It 
should bo possible to define the strength and weakness of a seller, 
to make some estimate of the extent of the existing market and 
the shares of different exporters. In addition, it should cast some 
light upon the elasticity of demand, and whether changes in the 
product or in its price would enable it to reach new grou])s 
of consumers. It is not a question of finding out whether a few 
firms sell badly and lose trade, but an entirely different attitude 
towards the possibilities of selling organisation which is most to 
be aimed at. 

The PosiTfON with regard to Overseas Tarieks 

From the standpoint of this paper th(3 only issue which it is 
proposed to discuss in connection with tariffs is whethc*r Britain 
is at any disadvantage compared with her trade competitors in 
gaining access to overseas markets. I’he central featun^ of lu'r 
policy within recent times has been t\\v, unconditional interpreta- 
tion of the “most favoured nation” clause*, this has meant that 
Britain claimed by treaty, convention and custom that h(‘r goods 
should be admitted at the lowest rat(\s into ovc^rseas markets ; even 
if nations such as the U.S.A. did not accept the unconditional 
interpretation but insisted on “ reciiwocity,” Britain has commonly 
enjoyed the benefit of the lowest available rates. The exceptions 
to this position have been few and unimportant in their relation 
to the export trades. The special circumstances where the clause 

* The EconoirnV; MinHion to tlio Far Fast (Koport, p. 128) rlid rooommend a 
Bervioo of Hpp(;ialists and oxportH, but tho task aaaigriod was not puroly market, 
investigation. 
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would not apply would be, for example, if there were a complete 
customs union between two countries which maintained their 
tariff against other countries : no third country could claim in 
virtue of the clause to introduce its goods duty free into the 
united territory. Colonial and Empire uniuiis are commonly 
outside the scope. The case of the preferential rates between 
the U.S.A. and (Juba may bo quoted as a general illustration. It 
can therefore be said that British trade is at least as favourably 
treated in foreign markets as that of any other exporting country, 
and it must be added that it is more favourably treated by certain 
of the overseas Dominions. 

In so far, however, as Britain is the chief world exporter of 
manufactured goods, tariffs do in fact partially discriminate against 
her, since if the proportion of her exports be taken as 75-80 per 
cent, manufactured, while that of the U.S.A. is only 37-44 per 
cent., it follows that since finished goods tariffs have, until the 
last two years, ruled much higher than agricultm'al tariffs, Britain 
has faced the barrage on a larger portion of her trade than any 
other country except, pcrhai)s, Germany. Again, the so-callcd 
“ new' industries ” tariffs which have grown up since the war have 
probably proved a more serious obstacle to Bi’itish and German 
trading interests than to those of other countries, since it is com- 
monly fuel, power, textile, iron, steel and engineering develop- 
ments which are first attemptc'd in making the trcaiisition from the 
agricultural to the industrial state. A third matter seems to 
deserve mention : that the elaboration and differentiation of tariff 
ratings which have grow n up have to some extent neutralised the 
favourable position given to Britain by the M.F.N. clause; they 
have made it possible to conclude bargains on those qualities of a 
commodity which lay outside Britain’s scope, while making no 
change in those ratings w'liich affected her trade. 

Earlier in this paper it was pointed out that up to 1925 there 
was a distinct tendency towards freeing international commercial 
intercourse from its war fetters, and towards tariff simplification 
and stabilisation at levels not much higher than those ruling 
before 1914. That promise has nut been fulfilled, and from 1927 
to 1928 there has been a rapid upward movement not only in 
finished goods tariffs, but also in agricultural duties ; no doubt this 
tariff marathon may be in i)art a passing phase due to the extra- 
ordinary rapidity with w4iicii prices have fallen, but it has raised 
one problem which may affect future British policy. It now' appears 
as if bilateral treaties with the M.E.N. clause were not an adequate 
method of dealing with the tariff situation, and the only obvious 
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alternative is group negotiation and group treaties : if groups of 
nations begin to create tariff blocs within which lower duties prevail 
than those which are granted to outsiders, then the whole question 
of the unconditional interpretation of the M.F.N. clause would 
arise. It would hardly seem feasible for a European 6toc, if it were 
formed, to allow the clause to operate in the case of high-tariff 
nations like the U.S.A. British commercial policy would have to 
secure that she was favourably received into all groups on similar 
terms to the constituent members, particularly into those which 
included many countries whoso productive resources are mainly 
complementary to her own. Exanqiles beyond the Empire would 
be the Scandinavian countries and the South American markets. 

Looking therefore at British overseas trade from the angle of 
demand and sales, there seems a reasonable probability that its 
position w ould be relatively improved compared with that of other 
countries if special efforts were made to study and analyse the 
features of most of the overseas markets, and if the distributive 
organisation were developed to that level at which the British 
firms were able to keep in much closer touch with the sale of the 
goods overseas. The world is tending for many industries to 
become a ‘‘ home ” or “ domestic market, and it will have to 
bo cultivated, developed, stimulated and studied with the same 
care and by many of the same methods as arc ap])lied by firms 
within their own country’s frontiers. It need hardly be said that 
any policy which led to general reduction of tariifs to even the 
level of 1914 and imparted to them some freedom from continual 
change would assist particularly in the sale of British goods. Of 
the countries which have been most prominent in foreign trade 
development within recent years the U.S.A. is the chief ; although 
she has tlisplaccd Britain as leading source of supply for many 
markets, a glance at her foreign trade shows that many of her 
exports are not directly competitive with those of Britain : as 
already mentioned, only 37-44 per cent, of her exports come into 
the finished goods class, and among these comes refined petrol as 
well as the typical American industries providing the “ amenities 
of life — ^motor-cars and accessories, films and cinematograph goods, 
electrical appliances, radio apparatus, typewriters, cash registers, 
office appliances, sewing machines, domestic refrigerators, gramo- 
phones, new types of agricultural and road-making machinery, 
oil-well plant, and so on. Motor-cars, gramophones and radio 
sets may mean, however, less Irish linen, less Sheffield cutlery and 
less English china and glass. Japan, which has proved so successful 
a competitor in the Far Eastern textile market, is a country which 
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shows 47-49 per cent, of her exports as finished goods, and of this 
34 per cent, consists of cotton and silk textiles and allied products. 
It must be recognised that an able and industrious population, 
propinquity to the large Eastern markets, and an excellent 
geographical position between Asia and the American market are 
bound to make her a permanently serious competitor in the 
textile market, to which she has devoted lier main elTorts. Grcr- 
many, which resembled Britain to a much greater degree in having 
70-75 per cent, of her exports finished goods, finds markets for 
over 70 per cent, of her exports in Europe itself. Redistiibulion 
of markets has always been a normal incident in foreign trade 
history, and Britain’s problem is to work her way through to a 
new equilibrium in foreign sales, and also to a new distribution of 
industries, both in the home and overseas markets. 

li. B. Forrester 

The University College of Wales, 

Aberystwyth. 



THE EFFECT OF REPARATIONS ON THE RATIO OF 
INTERNATIONAL INTERCHANGE 

1. The aim of tliis paper is to determine in wliat way the 
imposition on country A of an obligation to pay regularly so 
much reparations to foreigners alters the real ratio of interchange 
between its goods and foreign goods. By the real ratio of 
interchange is meant, for this j)urj)ose, not the ratio between 
the total quantity of what it sends abroad, including reparation 
goods, and the total quantity of what it receives, but the quantity 
of import goods that a private trader obtains in exchange for a 
representative unit of export goods. It is sometimes thought to 
be obvious, as a mere matter of common sense, that the real ratio 
of interchange as thus defined is bound to be turned against the 
rej)aration-paying country. This confident attitude must, I think, 
arise out of a failure to distinguish between the two senses, noted 
in the preceding paragraph, in which the terju real ratio of inter- 
change may be used. With the sense in which I am using the term 
here the proldem is not simple, and the solution of it certainly is 
not obvious. 

2. I postulate, of course, that productive technique, tastes and 
so on are the same both at home and abroad after the reparation 
arrangement has been entered into as they were bfjfore. More- 
over, to keep the analysis that follows reasonably simple, I make 
the following assumptions. First, there is only one sort of good 
made in the reparation- paying country and only one sort made in 
the rest of the world. Secondly, conditions of constant return 
prevail. Thirdly, abstraction is made of dilTerences in tastes and 
situation among individual Englishmen — for simplicity of language 
I use England throughout to signify the rest of the world — and 
individual Germaas, so that each of the two countries is depicted 
as consisting exclusively of representative citizens, all of them 
exactly alike and behaving in the same way. Fourthly, I assume 
that, for each representative EnglLshman, the utility that he derives 
from a given quantity of English goods is indejxmdeiit of the 
quantity of German goods that he has, and vice versa \ and 
similarly for each representative German. These highly abstract 
assumptions obviate many complications. They do not, however, 
I think, prevent the analysis that follows from being broadly 
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applicable to actual conditions, provided we suppose the reparation 
tribute to have been established long enough to allow the 
industrial structures of the reparation -paying and reparation- 
receiving countries to have been adjusted to it. 

3. Let us suppose that initially, in the absence of reparations, 
X English goods are being traded against Y German goods every 
year. When reparations are imposed the German Government is 
under obligation to hand to the English Government an annual 
tribute of R English goods that is, with a constant price level 
for English goods, of so much English money. In certain con- 
ditions it will be impossible to satisfy this imposition. Thus 
suppose that Germany is normally sending so much of her 
exports abroad and buying with them so much imports; and 
that, on the top of this situation, she is subjected to an 
indemnity whose amount is expressed in English goods. If the 
indemnity exceeds the previous sum of English exports sent to her 
by usi^so that it cannot be paid b/’Germany *s dispensing with these 
exports, and if also the English demand for German goods in respect 
of enlarged quantities has an elasticity less than unity, Germany 
cannot, however much she increases her exports to us, provide the 
means of paying the indemnity. Indeed, the more she sends; the 
less of English goods she succeeds in buying. She may reduce 
her wage-rates to any extent and offer her exports no matter how 
cheaply ; her effort is still bound to fail. As a last resort she is 
driven to create more and more German currency and to try to 
sell it direct against English currency. If she docs this her neces- 
sary impotence to solve the real jiroblem is reflected in a currency 
collapse. In this iiaper, however, we are concerned with normal 
conditions, not with the effects of political settlements that require 
something to be done which the economic situation precludes. 
We postulate, that is to say, that the tribute of R English goods 
per year that Germany is under obligation to pay is not so large 
that the German Government is unable to finance it. In these 
circumstances, after reparations have been imposed, England 
exports annually to Germany {X -f P) English goods — P being 
negative — and Germany exports to England (E + (?) German 
goods. These German goods buy, not only the (X -f P) of 
English exports, but also rc 2 )aration receij^ts to the value of R 
English goods. Thus, though English exports have now become 
(X + P) and German exports (Y + Q), the real ratio of inter- 
change between English goods and German goods, which was 

X X-f-P X I P I P 

originally y, has become, not ^ y ^Q~ ‘ 

No. 168. — VOIi. XLII. N N 
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problem is concerned with the relation of this new ratio to the 
original one. 

4. If there were the same number of Englishmen as of Germans, 
a representative Englishman would deal in the same fraction of 
his country’s imports and exports as a representative German 
would do. But, since the numbers are not the same, this is not so. 
If X measures total English exports and 1/ total German exports, 
we must write for the representative Englishman’s exports and 
imports nx and ny, and for the representative Germans mx and my. 

Write then in respect of the pre-reparation period — 

for the marginal utility to the representative English- 
man of {nY) German goods; 

f(nX) for the marginal disutility to him of surrendering {nX) 
English goods ; 

F[wX) for the marginal utility to the re2)rescntative German 
of (mX) English goods ; 

ifj(mY) for the marginal disutility to him of surrendering 
German goods. 


We know that the ratio of interchange between English and Ger- 
X 

man goods is -p. We also know that in ccpiilibriiim the ratio of 


interchange between any two exchanged goods must be equal, 
for each exchanger, to the inverse ratio of their res])(‘ctivc marginal 
utilities : and we can construct equations of tlie type employed 
by Jevons in the fourth chapter of his Theory of Polilical Economy. 

<t>{nY) X ili{7nY) 

/(nX) ^ Y F(7nX) • * * * 

By precisely analogous reasoning in respect of the post-reparation 
period wo have 


Thus 


(I-) 


,/>{n(Y + Q)} _ A' + P + 7? _ ^{m(7 + Q)} 
/{m(A + P)} - -y I- Q - >>(A"+ P)} 


In order that the now ratio of interchange may be equal to the 
old, it is, therefore, necessary that 

<f>{n7) _ ^[mY) _ <l>{n(Y + Q)} _ #/i(7 + Q)} . 

f(nX) “ F(mX) ” f{n{X + F)} "" F{ni{X + P)} ’ ^ 

The implications of these equations, regarded as general 
equations, arc, of course, highly complex. It is legitimate, 
however, for an approximate result, to postulate that the functions 
involved are linear. The implications then arc very simple, 


namely, that 


€ 

7 ' 




By an extension of the argument it can 
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X. P 11 X 

be shown — is greater or less than that is, that 

in consequence of reparations, the real ratio of interchange is 

// 

turned against or in favour of Germany, according as y^ is < or > 

It must be remembered that, since and F' are obviously 

negative and and/' positive, both these quantities are negative. 
Hence, if we disregard sign, the above conditions are reversed. 
In order that the real ratio of interchange may be turned against 

// If 

Germany, % must ho numerically greater than -^ 7 : in order that 
J I' 

the real ratio may be turned in favour of her, it must bo 

numerically less. If the functions are not linear, ])ut do not diverge 

seriously from linearity, the real ratio will be turned against 

Germany if both numerically greater 

than -f,/~vvand w- / favour of her in the con- 

F (mX) F m(X + ^ 

verse case. If one of the two quantities set out first above is 
greater than tlie coiTesi)onding quantity set out second and the 
other less, no solution in terms of first diflerentials only can be 
obtained. 

5. Let us now concentrate on the simple case of linear functions, 
and, for ilicse functions, express our results in terms of elasticities 
of various sorts relevant to the quantities of goods that are 
traded in the absence of rej}arations. Write Ca, rja for the elasti- 
cities of the Knglish utility function in resi^cct of German goods 
and disutility function in respect of sacrificing English goods; 
and eg, rjg for the elasticities of the corresponding German utility 
and disutility functions. Then wo have 

<f>(nY) 

■ 

f(nX) 

'~nXf 
F{mX) 

'' mXF'' 

viYijj' ■ 

<l>{nY) _ rja 


Ca ■■ 


r]a 


eg 




Hence 


and in like manner 


Tfja X 

e~a^ Y'WX) Ca 

€g X 

r “ ~7[g • Y * F(nX) 


X^ 


XJ 

y2 


N N 2 
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Hence the condition for the real ratio of interchange being 
turned against Germany is that — is numerically greater than : 

Ca rjg 

in other words, that 

ea,e^<7Ja • r]g.^ 

That is to say, the condition for the real ratio of interchange being 
turned against Germany is that the product of the elasticities of 
a representative Englishman's and a representative German’s 
desires for foreign goods shall be smaller than the product of the 
elasticities of their desires for domestic goods. The chances of a 
movement favourable to Germany arc smaller ; (1 ) the more elastic 
the Englishman’s desire for English goods; (2) the more elastic 
the German’s desire for Gorman goods ; (3) the less clastic the 
Englishman’s desire for German goods ; and (4) the less elastic 
the German’s desire for English goods. 

6. Wo have now to translate this symbolic analysis into 
language and to make its significance plain. ’J'his is the more 


^ Lot iis rail the dust joity of tljo Kngliah iloinand for CJt'rinaii ^^oods in icrnia of 
.English goods iEa and tlio elasticity of tho Goivnaii dornand for English goods in 
terms of German 'J’hcn \vn find by calculafion 


dE,i 



X f(nX) 


With units so c'hosoii that X -- Y, this gives dEa • = 


1 I 


(h) 


In liko inannor 



(11.) 


Let us write ,Eg for the elasticity of Germany’s sup])ly of Gorman goods for 
English goods. ((T. A Shirly in Public Einance, p. 208.) 'fhis is not the Ruino ns 
dEg, but 

- - 1 

Hence JCg - I - I — ] (HL) 


’ ^9 ^9^ 

It is thus plain that tho f.*nndif imi for the real rat io of intorcliango ])oing turned 
against Germany is not, in general, expressiblo as a direct relation between the 
elasticity of tho English demand in English goods for Gcniuin goods and that of 
th<3 German demand in German goods for English goods in respect of tho quantities 
that would bo traded in tho aljsenco of reparations, nor yet as a direct relation 
between th(3 elasticity of tho English demand in ICngli.sh goods for German goods 
and that of tho German supply of Gorman goods as against English goods in 
respect of those cpiantities. Tlujugh tho clemonta that enter into our condition 
also enter into tho expressions for those elasticities, they do not ouior in such a way 
that tho condition can bo formulutodin t(?rma of thoae elasticities. In tho special 
case, however, wdiero rja and rjg are both infinite — which, of coiirso, implies that 
onr condition must be satisfied — it follows from the equations in the (ext lhat 
dE„ ~ Cg and dEg Cg. 
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necessary in that, while common sense would at once accept the 
implication that inelasticity of German desire for English goods 
makes it unlikely that the real ratio of interchange will be turned 
in her favour, the companion implication that inelasticity of 
English desire for German goods also has that effect seems prima 
facie unplausible. Let us consider then, by way of illustration, 
the way in which our formula works out in a number of limiting 
cases. 

First, if the elasticity of English desire for English goods, rja, 
is infinite, and none of the other elasticities arci infinite, the real 
ratio of interchange must be turned against Germany. For the 
marginal utility of English goods to Englishmen is not diminished 
at all when, on account of reparations, they have to surrender less 
English goods abroad in order to procure the original quantity of 
German goods. Therefore, if the original terms of interchange are 
maintained, they will continue to procure that original quantity, 
partly by reparations and partly by purchase. But in these cir- 
cumstances Germans arc obtaining less English goods while 
sacrificing the same amount of German goods. Therefore to 
Germans the marginal utility of English goods is increased while 
that of German goods is left unchanged. For equilibrium, 
therefore, the total sendings of German goods must be increased 
and the terms of interchange moved against them. 

Secondly, if the elasticity of German desire for German goods, 
rjgy is infinite, and none of the other elasticities arc infinite, the real 
ratio of interchange must be turned against Germany. For the 
marginal disutility to Germans of surrendering German goods is 
not increased at all when more of them are surrendered. Conse- 
quently the fact of having to send out some German goods to buy 
reparation receipts docs not cause Germans to require any better 
terms than before as an inducement to purchase for import to 
Germany the original quantity of English goods. Therefore, if 
the original terms of interchange aix^ maintained, they will 
continue to import the original quantity of English goods wdiile 
sending out the original quantity of German goods plus a further 
quantity for the purchase of reparation receipts. But in these 
circumstances Englishmen are obtaining more German goods 
while sacrificing the same amount of English goods. Therefore to 
Englishmen the marginal utility of German goods is decreased 
while that of English goods is loft unchanged. For equi- 
librium, therefore, the sendings of English goods must be 
diminished, and, consequently, Germans will be prepared to pay 
more per unit for them. 
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Thirdly, if the elasticity of English desire for German goods, 
Cfl, is infinite and none of the other elasticities are infinite, the real 
ratio of interchange must be turned in favour of Germany. For 
the marginal utility of German goods to Englishmen is not 
diminished at all when, on account of reparations, more arc 
received. Consequently, if the original terms of interchange are 
maintained, Englishmen will continue to export the original 
quantity of English goods. But in these circumstances Germans 
are obtaining the original quantity of English goods while surrender- 
ing more German goods. Therefore to Germans the marginal 
utility of English goods is unchanged while the marginal utility 
of German goods is increased. For equilibrium, therefore, the 
total sendings of German goods must be cut down below what 
they would have been in the above circumstances. This can 
only be done if the terms of interchange are moved in Germany’s 
favour. 

Fourthly, if the elasticity of German desire for English goods, 
Cy, is infinite and none of the other elasticities are infinite, the real 
ratio of interchange must be turned in favour of Germany. For the 
marginal utility of English goods to Germans is not increased at 
all when fewer of them are obtained. Consequently, if the 
original terms of interchange arc maintained, Germans will con- 
tinue to export the original quantity of Gorman goods, bringing 
back such reduced quantity of English goods as can be purchased 
with the surplus of German goods above what arc required to 
buy reparation receipts. But in these circumstances Englishmen 
are obtaining the original quantity of German goods while sur- 
rendering fewer English goods. Therefore to Englishmen the 
marginal utility of German goods is unchanged while the marginal 
utility of English goods is increased. For equilibrium, there- 
fore, the sendings of English goods must bo increased above 
what they would have been in these circumstances. This can 
only be done if the terms of interchange are moved in Germany’s 
favour. 

Fifthly, if both the elasticity of English desire for English 
goods, rja, and the elasticity of German desire for German goods, 
rjg, are infinite, and neither of the other elasticities is infinite, the 
sets of influences considered under our first and second heads both 
operate adversely to Germany. The condition contemplated is 
that in which the marginal utility of home-produced goods is 
constant in each country irrespective of the amount available, 
while the marginal utility of imported products is variable. 

Sixthly, if both the elasticities of English desire for German 
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goods, Bay and of German desire for English goods, Bg, are infinite 
and neither of the other elasticities is infinite, the sets of 
influences considered under our third and fourth heads both 
operate favourably to Germany. The condition contemplated 
is the precise converse of that described in the preceding 
paragraph. 

Seventhly, suppose that either both r)a and eg or both rjg and c« 
are infinite while the other two elasticities are not. In this ease 
our formula asserts that the real ratio of interchange is not affected 
at all by reparation payments. The condition contemplated is 
that in which the utility of one of the two articles traded in is 
constant to both countries irrespective of the amount available. 
This is the condition usually postulated (as an approximation) 
about money when, in domestic trade, money and particular 
commodities are being exchanged against one another. If I 
normally buy eggs from a farmer at such and such a price, and 
if, having written him a libellous postcard, I am ordered to 
pay him £10 a year reparations, the marginal utility of money 
will not be appreciably affected to either of us, and there will 
be no reason, therefore, for the price at which T get my eggs to 
alter. 

Finally, it is obvious in a general way that the same con- 
sequences which follow from either t] or e being infinite follow 
also from the corresponding e or i] being nil. 

7. In the light of this illustrative discussion let us now inquire 
what conditions may bo expected to prevail in fact, as regards the 
magnitude of the related variables, when a single country is put 
under obligation to pay reparations, which must, in the first 
instance, be furnished in its own goods, to the rest of the world. 
Since the rest of the world (England) spends a large amount of its 
productive force in securing its own goods and a small part in 
securing German goods, there is a general prcsunqition that, for 
a given absolute change in the quantity of productive force de- 
voted to its own goods, and so in the quantity of those goods, the 
change in marginal utility will be much smaller ihan the change 
in marginal utility that will result from an equal absolute change 
in the quantity of its productive force devoted to German goods 
and in the quantity of those goods. Thus we may conceive of 
English labour and cajiital as divided up into n sections of equal 
size, (n - 1) devoted to producing goods for English use directly 
and one to producing them indirectly by exchange abroad. If 
the utility curves representing the output of satisfaction from each 
of these sections are similar, as, in the absence of special knowledge. 
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we may presume them to be, it follows that the slope of the curve 
proper to the sum of the (n — \) sections will be much smaller 

than — ^with linear functions times as large as — ^the slope of 

the. curve proper to the single section. This implies that /' is 

j/ 

(numerically) much smaller than and so that ^ is (numerically) 

much larger than unity . By analogous reasoning, though, since the 
imports of one country from the rest of the world necessarily play 
a larger part in her consumption than her exports to the rest of the 
world play in the rest of the world’s consumption, the case here 

is not too strong, 0' is likely to be smaller than F\ Therefore y, 

is likely to be numerically less than unity. Thus in general there 

j/ 

appears to be a very high probability that is numerically much 

I / 

larger than : i.c. that taeg < rjar^gy which is the condition 


that the real ratio of interchange is turned against Germany. 
Thus apart from peculiar circumstances, in which the desire 
for imported goods is abnormally elastic in either or both 
Germany and England, we may conclude with confidence that 
the imposition of a reparation o])ligation will turn the real ratio 
of interchange substantially against the reparation-paying 
country. 

8. The implications of this analysis for the general price levels 
of Germany and England cannot, of course, be detertnined until 
the term general price level has been precisely defined. As we 
have done throughout, we suppose that Germany makes one sort 
of commodity only and England one sort only. Let us suppose 
further that the two countries are linked together by a gold 
standard. The cost of transport being ignored, alike before and 
after reparation payment from Germany to England has been 
undertaken, the gold price of English goods is equal in the two 
countries, and so also is the gold price of German goods. If, in 
consequence of reparation payments, the real ratio of 
interchange is turned against Germany, the gold price of 
German goods falls relatively to the gold price of English goods : 
in the converse case the opposite of this happens. Therefore, if 
the general price level in each country means the price level of 
the goods produced in that country, it follows that, should the 
price level in England remain unchanged, the price level in 
Germany, when reparations have to be paid, will be lowered or 
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raised in the same proportion as that in which the real ratio of 
interchange is turned against Germany or in her favour. Since, 
as we have seen, this real ratio is extremely unlikely to be turned 
in Germany’s favour, it is extremely unlikely that the general 
price level there will rise; but it is not impossible for this to 
happen. 

9. If the general price level in each country means the price 
of the collection of goods (composite commodity) consumed there 
before reparations began, or if it means the price of the collection 
consumed there when reparations are being paid, or if it means 
the price of any defined composite commodity intermediate be- 
tween these two collections, the issue is more complex. Lot us 
suppose the general price level to mean for each country the price 
of the composite commodity consumed there prior to reparations. 
Write E for the quantity of English goods and g for the quantity 
of German goods then consumed in England, G for the quantity of 
German and e for the quantity of English goods then consumed in 
Germany ; and p and q for the j)rice of English and German goods 
respectively. Then the general price level in England is 

; and in Germany After reparations have 


been imposed the price level in England is 


p'E + q^g . 


and in 


Germany 


p'c + q*0 


If then the price level in England is un- 


changed, we have ^ 1 (I). 

pE + qg ^ ^ 


If the real ratio of inter- 


change has been altered in a given manner we have — = in^ or 

^ (II). The ratio of the new divided by the old price level 

in Germany is ^ ^ With the values of E, e, G and g 

pe + qG 

unrestricted it is obviously impossible to determine, from the two 
equations (I) and (II) together with a knowledge of the value of 
m, whether this ratio is greater or less than unity. If, how'ever, 
as will in general be true, e is small relatively to E and g 

relatively to G, equation (I) yields as an approximation ^ = 1 

and the ratio of the new to the old German price level is approxi- 


mately It then follows from equation (II) that this is greater 
or less than unity according as m is greater or less than unity. 
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Provided, in short, that e and g are small relatively to E and 
G, a measure of general price level in Germany calculated in 
the more complex manner of this section will move in approxi- 
mately the same way as the measure postulated in the preceding 
section. It will probably, though not certainly, bo affected by 
reparation payments in the same way. It is extremely improb- 
able, but not impossible, that, the English measure remaining 
unchanged, the German measure, after the payments have been 
imposed, will rise. 

10. The suggestion that, the English price level remaining 
unchanged, it is theoretically conceivable for the German price 
level to rise, presents itself to some persons, when looked at from 
the money side, as a violent paradox, which must be false. It 
is impossible^ they hold, for the reparation goods to got out 
of Germany into England unless the price level in Germany 
falls relatively to the English price level. A consideration of 
the money mechanism involved renders this, as they hold, 
obvious. This view, I suggest, involves a misunderstanding 
of the way in which that mechanism works. To show this I 
postulate a state of things in which reparation payments leave 
the real ratio of interchange exactly what it was before : and 
in which, therefore, all the trade transactions that used to go on 
still go on with the reparation payments superimposed on them. 
If this state of things, which has been shown above to be theoret- 
ically possible, comes about, the price level, as defined in sc(;tion 0, 
in both countries will, other things equal, be unaltered. There 
is no difficulty about the monetary mechanism. Both countries 
produce the same quantity of goods for the same aggregate 
money cost of production as ])eforc. Therefore they have the 
same aggregate money incomes. But ever}^ year out of the 
money income of the reparation-paying country, (Germany, there 
is transferred gratuitously to the reparation-receiving country, 
England, £50 million, say, in gold. This gold docs not stay in 
England, but is immediately on receipt handed back to Germany 
in purchase of her reparation goods. There is nothing in the 
monetary mechanism to prevent this state of affairs from 
arising and continuing indefinitely. Nor is it any harder to 
envisage a monetary arrangement that would allow of the German 
price level actually rising. As before, the £50 million handed 
over annually to England in gold is handed back to Germany in 
purchase of reparation goods. But in this case equilibrium in 
respect of traded goods has been disturbed to the disadvantage 
of England. To restore equilibrium other gold moves from 
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England to Germany and slays there. On the basis of this, 
aggregate money income and the price level in Germany are both 
raised above what they were before. I am not, of course, sug- 
gesting that this is likely to happen. On the contrary, I have 
argued explicitly in section 8 that it is exceedingly unlikely to 
happen. The purpose of this section is simply to show that 
a consideration of the monetary mechanism involved yields 
nothing incomp.atible with the results of the earlier non-monetary 
analysis. 

A. (\ Proou 



IMPERFECT COMPETITION AND FALLING SUPPLY 

PRICE 

The conception of falling supply price was submitted to a 
severe examination by I^Ir. Sralfa in his article on “ Laws of 
Returns under Competitive Conditions,” ^ and the subject was 
further discussed in the “ Symposium on Increasing Returns and 
the Representative Firm ” ^ and in two articles by Mr. Harrod.® 
The upshot of the discussion may be summarised as follows : If 
competition is perfect, and if no frictions prevent firms from 
growing to their equilibrium size, then falling average costs for the 
individual firm cannot occur. Falling sui)ply price for a particular 
commodity must then be due, if it ever occurs, to those economies 
of large scale depending solely upon the size of the single industry, 
of which Mr. Sraffa doubts the existence. On the other hand, if 
frictions prevent firms from reaching equilibrium, or if com- 
petition is imperfect, so that in equilibrium the firms may bo of 
less than optimum size, then falling average costs for the individual 
firm may occur, and the possibilities of falling supply price for the 
commodity are very much widened. The contribution that I 
hope to add to these conclusions is to demonstrate that while the 
presumption that average costs to the firm will be falling is far 
stronger than these ^v^itcrs suggest, the presumption that supply 
price will be falling is far weaker than they suppose. 

The problems Avhich arise from the fact that firms take time 
to reach equilibrium will not be considered in this article. It is 
only with imperfect competition that I wish to deal. If the 
problems arising from the passage of time are ignored, the question 
which remains to be answered is this : Is the existence of imperfect 
competition sufficient by itself to account for falling supply 
price? In order to isolate this one question and to reduce 
it to manageable terms, certain severe assumptions must be 
made. 

To eliminate the problems connected with time I will assume 
first that the efficiency and the costs of individual firms do not alter 
with the passage of time, but only with changes in the scale of 

^ Sraffa, Economic Joiirnal, December 1926. 

Economic Journal, March 1930. 

^ Harrod, Economic Journal, .Tune 1030, December 1931 . 
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output; and secondly, that each firm is always in individual 
equilibrium, in the sense that it is always able to produce that 
output at which its marginal gains are equal to its marginal 
costs. 

To isolate the effect of imx)erfect competition upon supply 
price it is necessary to assume that every other possible source of 
changing supply price is eliminated. I will therefore assume that 
every factor of production is homogeneous ; that every factor is 
in perfectly elastic supply to the industry ; and that there are no 
economies of large-scale industry. The last assumption requires 
to be elaborated. It entails that there shall be no external 
economies of the type which arise when some subsidiary industry 
is working under falling supply price, and it entails that there shall 
be no economies of lateral or vertical disintegration arising from 
the specialisation of firms upon a smaller number of products or 
upon fewer stages in the productive process. Lastly, it entails 
that the efficiency of every factor of production is independent of 
the amount of the factor employed in the industry. By these 
assumptions conditions are postulated in wliich, if competition 
were perfect, the industry would be producing at constant supply 
price. 

Finally, to simplify the i)roblem, I wnll assume that all firms 
arc alike in respect of their costs and of the conditions of demand 
for their individual outputs.^ 

If competition is not i)erfect, it is possible to draw' up a demand 
curve for the output of each individual firm in the manner sug- 
gested by Mr. Sraffa.^ This individual demand curve will be 
influenced by the total demand for the commodity, by the prices 
charged by other firms, by the number of other firms, and by the 
nature of the market imperfection. The fact that when the 
market is imperfect the individual demand curve w ill also be 
influenced by the expenditure of the firm on advertising, ]3roviding 
facilities to customers, and so forth, presents a problem w Inch has 
never been satisfactorily solved. This ])roblem can be evaded if 
we assume that the imperfection of the market arises solely from 
differences in transport costs incurred in respect of different 
purchases from the single firm, or from such differences betw'een 

^ 'rhis does not, of course, entail that tlio firms iiro alike from tho point of view 
of individual buyers. If they were, tho market would bo perfect. Rut indi- 
viduals with difToront scales of pi'oferencos, ns between any ono firm and tho 
others, arc assumed to bo grouped syinmetrically, so that the demand curves of 
tho soparato firms aro all alike. 

* Loc. cit., p. 546. 
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customers in their preferences for particular firms as cannot be 
altered by the action of the firms themselves. It may bo objected 
that this assumption rules out all the most common types of 
market imperfection; but this objection, though certainly valid, 
is not relevant to the particular argument hero set out. On this 
assumption there will be a definite demand curve for the output 
of each firm, independent of its costs. In order to increase its 
sales, the firm must lower the price at which it selJs. Every 
decrease in the price charged by a firm will lead to some increase 
in its sales, but not to the indefinitely large increase which would 
occur if competition were perfect and the individual demand curve 
perfectly elastic. From the individual demand curve of each firm 
can be derived its individual marginal revenue curve. ^ This 
marginal revenue curve shows the increment of total receipts due 
to a unit increase in the output of the firm. It is this curve which 
governs the output of the firm. The profits of the firjn are 
maximised when marginal revenue is equal to marginal cost, and 
the output of the firm in any situation will therefore be given by 
the intersection of the marginal revenue curve and the marginal 
cost curve of the firm. When this outjmt is being produced, the 
firm is in equilibrium, in the sense that in the given situation it has 
no motive to increase or to reduce its output. Wince we have 
assumed that all firms arc alike, each must be supposed to act in 
the same way, so that a single price always rules throughout the 
whole market. 

The individual equilibrium of the firms is established in this 
way. We must next consider the equilibrium of the industry. 
If entry into the trade is possible, the industry will only be in 
equilibrium when profits are normal. If profits arc more than 
normal, new firms will tend to enter the industry, and its output 
will tend to increase. If profits are less than normal, firms will 
tend to leave the industry, and its output will tend to decrease. 
Only when profits are normal will there be no tendency for the 
output of the industry to alter. 

The notion of free entry into the trade may appear at first 
sight to be incompatible with the notion of an imperfect market. 
Ihe same causes w^hich make markets imperfect — ^for instance, 
the goodwill of old-established firms — make entry difficult. If 
the market is imperfect, the prosl)ect of profit necessary to tempt 
a new firm to enter it will therefore bo higher than if it were 
perfect. But it docs not follow that profits in the industry are 
more than normal, for the entry into other trades may be equally 
^ This is tho “ incremont of aggregate demand curve ” of Mr. Harrod. 



1932 ] IMPERFECT COMPETITION AND FALLING SUPPLY PRICE 647 


difficult. The level of profits may be everywhere kept high by the 
existence of market imperfection, but it is only in a trade into 
which entry is unusually hard that profits will be unusually high. 
In any case, this objection is irrelevant, for under the conditions 
postulated the level of profits earned when the industry is in full 
equilibrium is independent of the size of the industry. It is sufficient 
to define normal profits in respect to the particular industry, and it 
is that level of profits any excess above which will attract new 
firms. The proposition that the industry is in ccj^uilibriuni only 
when profits within it are normal is then reduced to a tautology.^ 
It is only when no level of profits, however high, is sufficient to 
overcome the resistance which prevents firms from entering the 
industry, that this proposition fails to be true. When such a case 
occurs, we may say that the industry is alw ays in equilibrium or 
never in equilibrium, whichever we please. 

I will postulate, therefore, that in our industry there is a 
certain level of profits wffiich is normal in this sense. Then, since 
all firms are assumed to be alike, there is no difficulty in including 
normal profits in the long-i)eriod cost of the firm. Average cost 
for the firm will include the average, per unit of output, of the 
normal ])rofit, along with other costs. It follow s, when average 
cost is defined in tliis way, that the industry is in equilibrium only 
when price is equal to average cost. 

The equilibrium of the industry thus requires a double con- 
dition. Marginal revenue must be equal to marginal cost, and 
price must be equal to average cost. This dou])lc condition of 
equilibrium can be fulfilled only when tlic individual demand 
curve of the firm is a tangent to its average cost curve.- For if 
the demand curve everyw^hcre lies below^ the aAerage cost curve, 
no output can bo produced at normal profits. And if the demand 
curve anywhere lies above the average cost curve, there w ill be a 
range of outputs at w hich an abnormal profit can be made ; among 
these outputs the firm will choose the most remunerative, and 
profits wall be more than normal. Only when the demand curve is 

^ It must bo freely adinittcil, however, that this whole method of approach 
is very artificial. An incroaso in demand attracts now entrepreneurs to tho 
industry directly, by opening some now possibility of profitable investment, 
rather than indirectly, by making their mouths water at tlio sight of tho high 
profits of tho existing firms. Tho abnormal ])rolits are a symptom rather than a 
cause of tho situation in which new firms will find it profitable to enter the trade. 
But tho artificial dovico of regarding tho ubnoriiial profits as a causal factor is of 
groat assistance in simplifying tho fonnal argument, and provided that its arti- 
ficiality is rocognised, it sooms pormissiblo to make uso of it. 

* I am indobtod for this proposition to Mr. B. V. Kahn, who, in turn, derived 
it by pursuing Mr. Sraffa's arguinoiit to its necessary conclusion. 
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a tangent to the average cost curve will profits be normal. ^ Thus, 
whenever the demand curve of the individual firm lies above its 
average cost curve, new firms will be attracted into the industry 
by the abnormal profits, and their competition will lower the 
individual demand curve again until it is once more tangential to 
the average cost curve. For the output at which the demand 
curve and the average cost curves are tangential the marginal 
revenue curve must cut the marginal cost curve.^ This is obvious 
from the fact that at this output the difference between total 
revenue and total cost is at a maximum. In each diagram AC 
and MC are the average and marginal cost curves of the firms, ^ 
AR is the demand curve, or average revenue curve, MR is the 
marginal revenue curve. OM is the output produced when the 



firm is in individual equilibrium, MC is the average cost of the 
output OM, and MP is the price. In Fig. 1 the firm is making 
abnormal profits. Then, although the firm is in equilibrium, the 
industry is not. The abnormal profit is shown by the area APCB. 

* Mr. Harrod (Economic Journal, Unccmhcr 1031, p. 572) appears to suggest 
that the double condition of equilibrium — price should equal average cost 
while marginal revenue equals marginal cost- will bo fulfilled only by an accident. 
This suggestion is not confined, as ho maintains (see Economic Journal, Septem- 
ber 1932, p. 492), to a mistake in drawing the diagram, but is embedded in the 
structure of his argument. 

® A formal proof of this relation can be derived from Mr. Harrod’s formula 

j 

(loc. cU., p. 570) : = .4 — — , where Af is a marginal value, A the corresponding 

average value, and e the elasticity of the average curve. For the output at which 
two average curves are tangential, A (in this case the price) is the same for each, 
and e is the same for each. Therefore M must be the same for each. 

• These curves are shown as rising after a certain point. But one of the 
benefits of the method of analysis inaugurated by Mr. Sraffa is that it is equally 
applicable to cases in which the optimum size of the firm is indefinitely large. 
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In Eig. 2 profits are normal, C and P coincide (average cost is equal 
to price), and the area APCB disappears. Hie double condition 



of equilibrium is thus fulfilled vlientlie individual demand curve 
is a tangent to the average cost curve. 

We have now readied the first stage in the argument. In 
conditions of full long-period eiiuilibrium it is not only true that 
average costs tor the individual firm may be falling : they mmt be 
falling.^ ]3iit the ({uestion remains : Is it the case that falling 
average cost to the firm necessarily leads to falling supply price 
for the commodity ? Ka(di writer who has contributed to the 
discussion so far appears to regard the ])revalcncc of falling supph- 
price as established as vsoon as he has estalilished the fact that 

^ Mr. Shovo (in tlio “ *Syniposiiim ”) ami Mr. SraTfa d«) not rM)uton»plate full 
rquilibriiim of Iho typo hero do.scribod. Tlioy ohsorvo that under iniperfcct 
fonipetition average coats fur tlie firm may bo falling, or may bo rising, and this is, 
of cour.se, ])orfcclIy'' correct, for tlio industry may bo out of cfpiilibriiiiii. Mr. 
Hnrrod discusses long-pcrio<l (M|uilibrium, but ho iloes not appear to recognise that 
tho inero existcnco of imporfeet eompoliliou is a sutVieient explanation of falling 
av’orago costs for tho firm in equilibrium conditions, and that, it is definitely 
incorrect to say that in equilibrium average co.st may be rising. He resorts, for 
an explanation of falling average cost.s, to tJie fact that the oplimum size of a firm 
(at which average cost i.s a minimum) may alter faster than tho tinii ean grow 
(hr. cit.f p. o74). This is a point of great interest, but it is not nccossaiy to the 
matter in hand. Tho firm will bo of less than optimum size, in an imperfect 
market, however long tho optimum remains unchanged. Further, lie iiitroduecs 
into tho argument tho reliictanee of finns to combine, althougli competitive 
marketing co.sts may bo redueod by amalgamation (he. cit.y p. 57.'!). Hero ho is 
hard to follow. Surely tho principal advantage of amalgamation arises not from 
a reduction in markidiiig cost.s, but from the faet that thii elasticity of demand, 
for any individual productive unit, i.s lo.ss (ho largi'i- the proj)oition of tho total 
output that it cont rols ? In more old-fashioned terms, is not tlu' chief inducement 
to firms to araalgainato tho prospect of making a monopoly profit ? Until :Mr. 
Harrod has discovered why, in tho face of this inducement, lirms aro not combined, 
ho has no reason to bo puzzled that tho possibility of saving on advertisement (!ost 
is not a sulliciciit inducoincnt to iiiako them combine. 

No. 168. — ^VOL. XLIT. 
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average costs to the firm may fall. The purpose of this article 
is to challenge that view, and to show that, when average cost for 
the firm is falling, it by no means follows that supply price for the 
commodity is falling. 

Starting from a position in which the industry is in equilibrium, 
suppose that the total demand for the commodity is increased. 
The individual demand curves will then bo raised, find since all 
firms are assumed to be alvv^ays filil^e in respect of conditions of 
demand, all the demand curves will be raised in the same way. 
The output of each firm will then increase, and its average costs 
will fall. The price of the commodity may rise, fall, or remain 
constant;^ but, in any case, the firms will receive a surplus profit 
in excess of the normal profit which is included in fivcrago cost 
(cf. Fig. 1). New firms will noiv be attracted into the industry ; 
since every factor is in perfectly ehistic supply, these neiv firms will 
have the same costs as the old. The total output of the commodity 
will be further increased, and the competition of the new firms will 
lower the individual demand eurves of old firms. A new position 
of long-period equilibrium will bo established when the individual 
demand curves are once more tangentifil to the average cost curves. 

The question which I set out to answer still renuiins. In the 
new position will the price of the commodity bo less than before ? 
Clearly the answer depends upon the manner in which the dcimiiid 
curves move as they fall back towards an equilibrium position.^ 

If the individual demand curve does not alter its slope, it will fall 
back to exactly the same position as before. The output of each 
firm will be the same in the new position as in the old, and the 
increase in the number of firms will be in proportion to the inorefise 
in the total output. The price of the commodity will bo unchanged. 

' [t. would bo po.ssiblo to pause at this point and examine the .short-period 
situation, but such a discussion Avoiild bo lengthy and not irmncdiately relevant to 
the argument. The short-period supply curv'o for a fixed number of lirms in an 
imperfect market ean bo constructed by moans of teclinique similar to that which 
is h(iro employed. A discussion of Mr. Harrod’s treatment of the subject would 
start several fresh hares. 

* It is therefore impossible to draw up a supply curve for the commodity witli- 
out postulating what typo of change in dranaud is to ocmir. This dilfKiiilty does not 
only arise, as Mr. Harrod appears to suggest {loc, ciV., p. r>72), from the fact that 
the individual flernand curves may not bo independent of the cost curves of the 
firms. It has equal forco when the individual demand eurv'O cannot bo affected 
by expenditure undertaken by the firm. But I think it is misleading to have the 
feeling, which I myself had for a long time, that tho supply curve under perfect 
competition really w a sui)ply cur\’e in a sense in which all other supply curves are 
not. In every case, in drawing up a supply curve, it is iKJcessary to make some 
assumption about tho conditions of demand for tho soparatcj firms. Tho assump- 
tion of perfect competition is merely tho simplest and tho most usual of all tho 
iissumptions that can bo made. 
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If the individual demand curve is less elastic in the new position, 
it will reach an equilibrium position in which its point of contact 
with the average cost curve is to the left of the old point. The 
output of each firm in the new situation will be smaller than in 
the old situation. The increase in the number of firms will there- 
fore be more than in proportion to the increase in output. Since 
the output of the individual firm has decreased, its average cost 
will be raised, and the price of the commodity will be raised. 



M2 Mt 

Fkj. 4. 



Conversely, if the individual demand emve is more elastic 
in the new situation, the price of the commodity will be lowered. 
In each diagram AG is the average cost curve of the firm, AR^ 

o 0 2 
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and AE^ are the old and now demand curves, OM^ is the output of 
the firm in the old situation and M^Pj its price. OMg is the output 
in the now situation and MjjP2 its price. In, Fig. 3 , M2P2 is equal 
to MiPi- In Fig. 4 , M^Pg is greater, and in Fig. 5 , less, than 
MiPi. ' 

From this analysis we can obtain the answer that, in the 
conditions postulated, an increase in the total demand for the 
commodity may either raise or lower its price, or leave it unchanged. 
The conclusion reached in the “ Symposium that the mere 
existence of market imperfection may account for falling supply 
2)rice is therefore confirmed, but the suggestion that it is likely to 
lead to falling suj) 23 ly j^rice is not supported by the formal argu- 
ment. Some kinds of increase in demand will lower price, and 
some will not. 


But less 2)urcly formal considerations must also be taken into 
account. Wo must inquire what ty2)e of change in demand will 
lower price and what types would raise it or leave it unaltered. 
A full discussion of this to2)ic would lead us far afield, and I will 
here do no more than suggest an example of each type. 

First consider a case in which ])rico will be unchanged. This 
might occur if the increase of demand came about by the addition 
to the market of a new grou]) of customers. As new firms arc 
set up, these additional buyers, whose demand was temporarily 
satisfied by the old firms, may be su2)posod to forsake them for the 
new firms ; the demand curves of the old firms would then fall back 
to their former position, and the new demand would be satisfied 
by the now firms. For example, sup2)ose that the imperfection of 
the market is due to diffej-ential transj>ort costs, and that the 
increase in demand comes entirely from a fringe of newly-estab- 
lished suburbs on the outskirts of a town. The inhabitants of the 
suburbs would at first buy from the various firms in the centre of 
the town, but as soon as firms were set up in their own districts, they 
would transfer their custom to the new firms. The elasticity of 
the individual demand curve would theji be the same as before. 

Next consider a case in which j)rice is raised by the increase in 
demand. This would occur, whatever the nature of the initial 
rise in demand, if the new firms, when they enter the industry, 
attract away all the most fickle customers of the old firms, and 
leave only those who are more strongly attached to them. The 
individual demand curves would then become less elastic. There 
may have been, for instance, a fringe of customers attached to the 
market of each firm who were never provided for in the manner 
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which they would really have preferred (for instance, the location 
of the old firms may all have been equally inconvenient for them). 
They were indifferent between the old firms. But the increase in 
totah demand has called into existence firms which exactly meet 
their various requirements. The indifferent fringe of the old 
markets now disappears, and the new firms are eacdi provided with 
a group of buyers whose preference for their wares is strong. The 
elasticity of the individual demand curves is then less than liefore. 

Lastly, consider a case in which the jU’ice falls. 'I’liis would 
occur if the increase in demand were spread ev enly over tlie wdiole 
market — ^for instance, by a uniform increase in the density of 
population — and if the new firms were set up, so to speak, in 
between the old firms (either geograpljically or in respect of 
special qualities which a/)])eal in various degrees to different 
customers). The dilference, from the point of view' of buyers, 
between any one firm and the next would thus be reduced, ti\c 
customers of each firm would become more indifferent, and the 
elasticity of demand would be increased. 

There are some grounds for supposing that the last type of 
change in demand is the most frequent. It may therefore be 
considered ])rol)al)le that an increase in total demand will low'cr 
price ratlier than raise it. It is w orth wdiile to remark, however, 
that successive increases of demand of this type would ultimately 
remove market imperfection altogether, and establish the optimum 
size as the equilibrium size of the firms ; but in considering the 
imperfection of the market as independent of the action of the 
iirms, I have drawn a highly simplified ])icture of the conditions 
which })revail in the real world. In the real world, when a firm 
finds that the market is becoming uncomfortably perfect, it can 
resort to advertisement and other devices which attach particular 
customers more firmly to itself. If a number of firms all act in 
this way, the market is broken up again and the equilibrium size 
of the firms is rctliiccd. 

The assumptions on which this analysis has been made arc 
extremely severe. If they are relaxed, tJje case in favour of the 
view^ that falling supply ju'ice will be a result of imperfect com- 
petition is considerably strengthened. The assumption that all 
firms are alike does not affect the argument, and w as made merely 
for simplicity of exposition. By removing it, various complica- 
tions are introduced, some of which will tell in favour of falling 
supiply price and some of wiiich will tell against it, and the result 
may be in either direction. 
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To remove the assumption Jbhat Girm are always in individual 
equilibrium makes way for the influences, connect^ with the 
-'passage of time, which, according to Mr. Shove’s analysis,' may 
Jead to falling supply price. Into this field I shall not enter, but 
it is worth while to observe, in passing, that it is intimately 
connected with the problem of market imperfection, since the 
same factors which make the market imperfect, such as goodwill, 
may retard the rate at which an individual firm can grow. Thus 
market imperfection may also have a share in causing whatever 
types of falling supply price arise from the influence of time. 

Finally, the removal of the assumption that there are no 
possibilities of lateral and vertical disintegration very greatly 
strengthens the case in favour of falling supply price. Even under 
perfect competition the disintegration of firms may occur. But 
under perfect comi)etition we must assume that for each scale of 
the output of an industry the maximum profitable degree of 
specialisation is already obtained. When the market is imperfect, 
the process of disintegration of firms is very much impeded, and a 
degree of specialisation that would be profitable under i)crfect 
competition is not profitable when competition is imperfect. 
There is here, therefore, a reservoir of potential economies of 
large-scale industry; an increase in the total demand for the 
commodity, leading to changes in the individual demand curves, 
may have the effect of releasing these potential economics by 
making a degree of specialisation profitable which was not profit- 
able before. In short, an increase in the total demand for the 
commodity, when the market is imperfect, is far more likely to 
lower the average cost curves of the firms than when the market is 
perfect. 

It therefore appears, after all, to bo highly probable that 
falling supply price is a result of imperfect competition. 

Joan Uobinson 


^ “ Symposium,” p. 1 KJ. 



HOW DO WE WANT ECONOMISTS TO BEHAVE? 

The following pages are devoted to a discussion of the views 
as to the functions of economists which Professor Lionel Robbins 
has recently set forth in his book, 2'ha Nature and Significance 
of Economic Science, That book has already been noticed in the 
Economic Journal (Vol. XLII, pp. 424-7). But the issues it 
raises are so fundamental for the conduct of economics that a 
further examination of its main contentions is perhaps worth 
attempting. We cannot, of course, do justice to all that Pro- 
fessor .Robbins has to say. Many of his subsidiary discussions 
are higlily illuminating and important, and his book would be 
worth reading for them alone. It is not with these, but with 
his main thesis that we are here concerned. 

1. The task Professor Robbins has set himself is twofold : to 
provide a definition of economics, and to discuss the range and 
validity of its conclusions and their relevance for social policy. 
Now it is not evident that the former of these tasks should come 
first. In studying any concept it may well be worth while to 
know what individuals and species are included under it before 
attempting to formulate the common attribute which unites 
them. But Professor Robbins has preferred the austerer method 
of first establishing a definition of economics, and then deducing 
from it the activities to which the name aiiplies. Everything, 
therefoi’c, turns upon the definition. If it is satisfactory it may 
bo expected to lead to lielpful conclusions as to the nature and 
significance of economics ; if it is not it may taint the whole of 
the subsequent discussion with uncertainty and error. 

2. For Professor Robbins the i)roblem of economics is the 
problem of “economising.” We assume a community, each 
member of which has various needs or desires. We further 
assume that owing to the inadequacy of their resources, “ not 
all that men desire do they obtain.” Their means are limited 
in comparison with their ends, and they must therefore choose 
between the ends. They must make up their minds what to 
retain and what to sacrifice. In order to do this some kind of 
pricing process is necessary. Values must be set upon the avail- 
able resource so as to restrict their use to the purposes for which 
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they are most urgently needed. This process, in Professor 
Robbins’ view, is the subject-matter of the economist. He 
studies “ human behaviour as a relationship between ends and 
scarce means ” (p. 15). He examines “ the implications of the 
different ends we may choose ” and “ makes it possible to select 
a system of ends which are mutually consistent with one another ” 
(p. 136). But he is not concerned with cither the ends or the 
means theinselves. His subject is neither ultimate values nor 
material resources, but scarcity. 

3. This view of the subject-matter of economics — ^it is broadly 
the view of the Austrian school — leads to certain important con- 
clusions. But before we examine them let us note the method 
by which it is arrived at. Professor Robbins gives his readers 
three definitions of economics to choose from : one which makes 
economics the study of the causes of material welfare (pp. 4-11); 
a second which identifies it with tlic investigation of the pheno- 
mena of an individualist exchange economy (pp. lG-20); and 
thirdly, the definition in terms of scarcity and the distribution 
of means among ends. Having shown tliat in certain respects 
the first two are unsatisfactory, he assumes without further ado 
that the third is correct, merely pausing to point out (pj). 21-22) 
that it avoids the errors of one of the other two. ’Fhis not merely 
begs the question (to which we shall return) whether a precise 
definition of the subject-matter of economics is possible or neces- 
sary, but it makes no attempt to justify the definition advocated 
m its 01071 right. We can admit unhesitatingly both that the 
problem of scarcity (or value) is one which lies at the very heart 
of the economist's work, and also that Professor Robbins’ descrip- 
tion of it as the problem of the distribution of scarce means 
among given ends has certain clear advantages over alternative 
formulations.^ Is this a sufficient ground for accepting it as a 
final account of the subject-matter of economic studies ? 

4. In the first place. Professor Robbins shows that if economics 
is a study of the relationship between means and ends, it follows 
that it is indifferent as between the ends themselves. ‘‘ There 
arc no economic ends,” he declares (p. 129). “ There arc only 
economical and uneconomical ways of achieving given ends. We 
cannot say that the pursuit of given ends is uneconomical because 
the ends are uneconomical ; we can only say it is uneconomical 
if the ends arc pursued with an unnecessary expenditure of 
means.” On the face of it this is almost a contradiction in 


^ In particular it avoids the need of assuming a hcdoniptic psycliology 
(pp. 83-86); and it brings out tho relativity of oconomic quantities (pp. 45-63). 
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terms. If he admits — as he clearly does — ^that it is an objection 
to a given way of achieving a purpose that it is “ uneconomical,” 
then he is implying that ‘‘ economy ” is an end and that waste 
is bad. He is assuming that “rational,” i.e. economical, choice 
is something worth striving for, and that this end is something 
with which the economist is directly concerned, and towards 
which he cannot be indifferent.^ Moreover, it is an end the 
value of which is not universally esteemed, yomc of us are pre- 
pared to go to almost infinite trouble to avoid b(‘ing wasteful; 
others, on the contrary, regard such carefulness as petty and 
degrading. Some of us find rational choice for the most part 
easy, others difficult. Some governments arc anxious to win the 
approval of economists for their policies, others do not seem to 
care. All these contrasts represent different estimates of the 
importance of “ the economic end ” — the elimination of waste. 

Again, the problem of the incompatibility of different ends 
may involve problems with which economists have nothing to 
do. Professor Robbins accepts Mayer’s distinction between 
questions of economics and of technology on the ground that in 
the latter “ there is one end and a multiplicity of means,” whereas 
in th(5 former “ l)oth the ends and the means are multiple ” 
(p. 35), Rut is it true that in technical problems there is never 
a multiplicity of ends ? If I build a house for myself I have at 
least two ends in view — room and shelter for myself and my 
belongings, and warmth. To a certain extent these ends are 
conflicting; for the larger my house is the less easily can it be 
warmed — ^thc less Avarm will it be with a given amount of fuel. 
Let us assume that my decision as to tlio size of the house is 
determined simply by the relative values to me of warmth and 
space. The only person who can help me is the person Avho can 
give details as to how much I shall sacrifice in heat for every 
additional cubic foot of room. Questions of this kind are technical 
and not economic. And yet they arc qiu'stions of the extent to 
which different ends may be jointly achieved -of the disposal of 
spare resources. 

Or let us take the example which Professor Robbins himself 
gives (p. 136 n.). He rightly observes that it is “ objectively 
inconsistent ” to arrange to be in two different places at the 
same time. But the problem of overcoming, as far as is possible, 

^ In tlio Inst paragraph of his book (p. 141) the doctrine that tho signilienneo 
of economics rests upon tho assumption that rational choice is somot.hing which 
is dosirablo in itself is explicitly stated nnd pro(‘lnitned. The inconsistency of 
this with much of tho earlior parts of tho argument is as clear as it is regrettable. 
See also below, § 7. 
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this inconsistency is not one of economics but of the technique 
of rapid locomotion. To know whether we could be in Oxford 
for lunch and in Cambridge for tea we should apply not to an 
economist but to a motor engineer (or a specialist in railway 
time-tables).^ 

5. But these are largely matters of dialectical interest. Of 
far greater moment are the objections that may bo brought 
against Professor Robbins’ definition from the opposite point of 
view. He is really concerned not to expand but to contract the 
area of economic studies. He believes that in the past economists 
have been too ready to spend their time on subjects but remotely 
connected with their main theme. And he calls on them to give 
up these outlying territories and return to the analysis of the 
pricing process (pp. tl, 40 n.). Indeed a great part of his book 
is taken up with indicating topics with which the economist is 
not concerned. Economics, he urges, is not psychology, and tlu? 
economist must not study the subjective basis of dciinand and 
supply schedules, or the reasons which lead people to choose 
between different ends as they do (pp. 83-80). Economics is not 
technology, and the economist must not study the organisation 
of industrial or agricultural production, except in so far as it is 
directly involved in phenomena of pricing and costing (pp. 31- 
37). Economics is not economic history, and the economist is 
not concerned uith the development of economic or social insti- 
tutions (pp. 37-40, 92-94). Finally, economics is not ethics, 
and the economist must confine himself to what is and not venture 
upon discu.ssions of what ought to be (pp. 120-35). Thus he 
may not consider problems of welfare, of the pleasantness or 
unpleasantness of labour or the effects of changes in the distri- 
bution of income, except in so far as these things express them- 
selves in altered demand and su})ply schedules. He is debarred 
as an economist from investigating the significance for the com- 
munity of advertising, though he may prcsinnably discuss its 
productivity to the advertiser. The whole question of the re- 
lationship between private and community interests, and of the 
possibility of establishing a greater harmony between them than 
at present exists, lies outside his sphere. The study of unemploy- 
ment is to be admitted only so far as it can be treated in the 

^ Professor Kobbins remarks on tho above illustration : “ It is this kind of 
inconsistoncy which in the sphere of social policy (my italics) sciontific economists 
should make it possible to oliminato.” The words italicised concede that 
economics is more concerned with somo problems of scarcity than with others; 
and further that it is in some sense specially connected with politics. But this 
hint is not followed up. 
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language of the price system. Even discussions as to the nature 
and significance of economic science belong not to economics 
but — wo may suppose — ^to logic or philosophy. 

The list of prohibitions is formidable. Before we can take it 
seriously, we must ask what are the sanctions which enforce it. 
What has the would-be economist to fear from overstepping the 
limits laid down ? We need not dwell upon a verbal danger which 
confronts him — ^that he may be refused the name of economist 
by Professor Robbins and his associates ; for the weight that is 
to be attached to Professor Robbins* opinions must ultimately 
rest on the arguments which he can advance in support of them.’^ 
And in fact a careful perusal of his work suggests two such 
arguments. 

G. First of all, he seems to say, it is improbable that time 
spent upon the outlying problems will lead to worth-while results, 
at anjT^ rate if treated in isolation. Economists, he urges, have 
been tending towards irrelevant over-specialisation — towards the 
‘‘ multiplication of activities having little or no connection with 
the solution of problems strictly germane to their subject ** (p. 3). 
And he argues that until one understands the “ central theoretical 
problems ** one is apt to go off on false scents, and to attempt 
questions which cannot be solved by economics. 

This argument, so far as it goes, is both true and important. 
Wc need not question the dangers of sectionalism in economics, 
as in all branches of thought or action. Kor need wc doubt 
that much time is wasted by economic “ sectional ists ” — ^though 
it Avill hardly be asserted that waste of time is unknown among 
w^orkers in the narrower field of the pricing process. But to 
admit this is no ground for proposing that all economists should 
devote themselves to the “ central ” problem : they are surely 
sufficiently numerous for some division of labour to be both 
possible and desirable, and not every economist has the intel- 
lectual equipment necessary for grappling with the subtleties of 
theoretical analysis in its more abstract forms. And if as a 
consequence of over-specialisation some economists do less 
valuable work than they might, then that may be a reason for 

' Noverthelcss it is iiuportant that tliis “ authoritarian ” siiTiotion should bo 
homo in mind. Tho fact that an influential body of econoniista detinos economics 
in a })articular way is likoly of itself to lent! pooplo to conform to their point of 
view, oven if on analysis reason may bo found for rejecting? it. This is indeed 
tho main iustifieation for attempting to dofino economics at all —or for quarrel- 
ling with tho definitions given by other people. 

Wo may note horo that in this essay wo aro using tJio word “ economist ” to 
refer to any person who has some undorstauding of tho tochniquo of economic 
reasoning. This is not, of course, offered as an adequate definition. 
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calling them bad economists, but it is not a reason for saying 
that their subjects are not a part of economics. 

7. The second of Professor llobbins’ sanctions is jicrhaps 
more important. Only in tlic study of the distribution of scarce 
means among competing ends, he urges, can the economist hope 
to achieve reliable results. The system of generalisations which 
the analysis of this problem yields are all deductions from self- 
evident first principles, and can claim to represent a body of 
scientific truth. If the economist ventures outside this field he 
is passing from the certain to the speculative ; he must rely on 
psychological or ethical theories which are in themselves far from 
unquestionable, but which as an economist he is not competent 
to criticise. And his results can no longer claim to be necessarily 
true. They are not scientific. Professor llobbins takes for 
granted that economics is a science, and deduces that its subject- 
matter must be confined to what is capable of yielding a priori 
certain results.^ 

To this, however, two replies may be made. First, it is not 
in the least a necessary part of the concept of a science that it 
should yield a priori certain results. The certainty of many of 
the best attested laws of physics is rather a matter of high induc- 
tive probability than of nec(\ssity.^ Nor can the ]>henomcna of 
life and evolution be effectively studied by a priori methods. 
Yet physics and biology are rcicognised as sciences not less than 
geometry or mechanics (p. 83). Why not also acknowledge an 
a postericyri economics ? If by means of speculation, observation 
or experiment it is found possible to make generalities about 
economic plienoniena whi(;h have a measure of inductive certainty, 
why should they not be added to the corpus of scientific know- 
ledge ? 

Let us take Professor Robbins’ own main example, lie 
rejects all investigations into the significance for social welfare 
of a policy of reducing existing inequalities of incomes (pp. 58, 
120-26). No conclusion, he holds, can bo reached on such a 
question ; for, first, welfare cannot be quantitatively expressed ; 
and, secondly, it is not possible to equate the welfare or utility 
of different people. We cannot know how much in terms of 
real goods a poor man will gain or a rich man will lose by a trans- 

' Tho point of view elaborat ed in this paragraph is nowhoro explicitly stated 
by Professor llobbins. But it is implied throughout the latter part of his book. 
See in particular tho first section of Chap. V (pp. 90-7) and still more tho dis- 
cussion (pp. 120-20). 

■'* See, for oxamplo, tho rocont address of Dr. G. D. Ellis before Section A of 
tho British Association (York, 1932). 
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ference of wealth between thorn; because tliis transference will 
of itself alter the prices of consumable commodities, increasing 
the scarcity of those demanded by the poor man, and decreasing 
the scarcity of those demanded by the rich man. And we cannot 
compare the satisfaction gained by the ]) 0 ()r man from any 
increase in material wealth which ho docs in fact secure with 
the satisfaction lost by the rich man, unless we adopt the wdxolly 
arbitrary assumption that the two have e(pial capacities for 
deriving satisfaction from material wealth. 

These are real difficulties, and it is important that they should 
not bo forgotten. But arc they such as to render the problem 
incapable of any solution wduxtover, or to remove it from the 
field of economics ? The first one ought to be capable of yield- 
ing to the kind of analysis which is of the essence of economic 
technique. Professor Robbins points out (p. 58) that a policy 
of equalising money incomes would first of all exi)rcss itself in a 
rise in the working-class cost of living. Ho could have gone on, 
had he chosen, to show the reactions of that upon production — 
the tendency of entrepreneurs to move away from tlie produc- 
tion of luxuries, and towards that of necessities or comforts,” 
as equilibrium reasserted itself. Admittedly any estimate of the 
resulting real increase in the standard of living of the poorer 
classes would be provisional. But that is no ground for 
denying that it is a fit subject for economic investigation. On 
the contrary, the translation into real terms of the effects of 
changes in the monetary distribution of income is a pro])lcm 
which only the economist can have any hope of solving. He 
should regard it as an obstacle to be overcome, not as a proof 
that the whole subject of income transference lies outside Jiis 
sphere. 

The second difllciilty requires treatment of a different kind. 
It is true that there is no way of making quantitative com])ari- 
sons between the satisfactions of one persoii and those of another. 
Indeed the wliole conception of quantitative comparison betw een 
different personalities ma}' be at bottom meaningless. Neverthe- 
less (p. 124), we do make such comparisons in ordinary life. AVe 
should not liesitato to s.ay that a grainoplione would be a source 
of greater satisfaction to a music lover than to a man who is 
deaf. And if it haj)pened tliat the music; lover was poor, and 
could not afford a gramo]>hone, whereas the deaf man possessed 
a gramophone because he liked its appearance as an article of 
furniture, then w^e should find no difficulty in concluding that to 
transfer it from the latter to tlie former w^ould represent a net 
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increase (other thhigs remaining the same) in welfare. The loss 
to the loser, we should hold, would be less than the gain to the 
gainer. 

Now this result can be generalised. If we admit that in a 
particular case one person’s satisfaction from the possession or 
use of an article would be greater than another’s, then we admit 
the theoretical possibility of comparing satisfactions in general. 
And this carries with it the implication — ^again as a theoretical 
possibility — that the satisfactions of different people may be not 
merely greater or less than, but also equal to one another. Wo 
have, of course, no ground for hojung for quantitative accuracy. 
We can neither identify equality, nor measure inequality, in 
given examples. But we can make the general pro])osition that 
if satisfactions could be measured, then the redistribution of 
incomes so as to equalise the “ marginal utility of money ” 
throughout the community Avould maximise welfare. And if we 
further agree that there is in the present organisation of society 
no ground for su 2 )posing that poor men are in general less capable 
of enjoying a given amount of wealth than rich men, it will follow 
that a levelling up of incomes is likely to increase total satisfac- 
tions ; though we may also argue that as riches give their pos- 
sessors standards of comfort wliich can only be given uj) at the 
cost of considerable hardshij), welfare is likely to be increased 
more if the elimination of inequalities of income is effected gradu- 
ally than if it is introduced with revolutionary suddenness. In 
such conclusions the metaphysical doubt remains. We cannot 
prove^ “ as a matter of ascertainable fact ” ( 2 ). 124), that we shall 
increase satisfactions by getting rid of gross inequalities of in- 
come, because satisfactions are not cax)able of quantitative 
measurement, and 1 cannot know how much enjoyment you 
derive from a syinj^hony of Beethoven, nor you how much I 
derive from a pint of beer. But all social relations are shot 
through with ultimate uncertainties of this kind. And economics 
is a social study. It cannot really expect to keej) itself for ever 
within the realm of deductive necessity. 

There is indeed, in Professor Bobbins’ view, a still further 
objection to welfare investigations : they imply, he says, a value 
judgment — that welfare ought to be maximised — and economics 
is concerned with what is, and not with what ought to be (pp. 
124 If. ; cf. i)p. 132 ff.). This astonishing argument scarcely 
requires refutation. Discussions of what is and of what ought 
to be are often linked together in tho closest and most intricate 
manner — as Professor Robbins has admirably illustrated in his 
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own book^^ Moreover, as we have seen, he himself concedes in 
his last paragraph (p. 141) that the significance of economics 
depends upon an “ ought ” proposition — the proposition that 
one ought to choose rationally. For most people this precept 
will not appear more self-evident than that which enjoins the 
mgtximisation of welfare. And if analyses which arc designed to 
assist rational choice are legitimate, so l)y the same token are 
analyses which are designed to assist the maximisation of welfare. 

8. So far wo have been concerned with the range of economic 
problems. We may turn now to the range of data which may 
be taken into consideration within any given i)robIom. Professor 
Robbins in an important passage (pj). 115-19) discusses the dis- 
tinction which has been drawn between the “ endogenous and 
“ exogenous ” factors in an economic situation. "Fhe former 
represent the forces which are necessarily involved in the working 
of the i)ricing process, the latter are tlie forces which affect the 
data on which the pricing process rests. Thus (p. 110) a fall in 
the foreign exchange value of a currency following upon an 
increase in its volume is an “ endogenous cliange. It is a simple 
consequence of the elementary principles of scarcity. But if the 
country goes off the gold standard, and the government there- 
upon increases the volume of money still further, that is some- 
thing “ exogenous ” ; it is a matter of policy, of a change in the 
comlitiona of the supply of money, rather than of the working 
of the laws of supply and demand. Now of these two kinds of 
change the former alone, Professor Robbins holds, is properly 
to be called economic, for it alone is capable of certain deductive 
elucidation. But for practical j)urposos, he ])oints out, economists 
sometimes find it desirable to take into account “ exogenous 
factors also. In discussing Protection, for instance, they allow 
for the ])ossibility that tariils may lead to political corruption, 
or that free trade may weaken a country’s powers of resistance 
in time of war. Siicli excursions into “ exogenous ” fields are 
legitimate so long as it is clearly recognised that they do not 
form part of economics 2 )roper, and that tlie economist cannot 
j)ronoiincc about them with tlie conlidencc which may reasonably 
be exjicctcd of him in his own sphere. 

* The avowed purpose of tlie book is to show liow ceoiioinit’S ought to ho 
studied by elaborating what it is. Compare also j). -.‘h “ Kconomios is entirely 
neutral between ends,” with p. 31, “ Eeonomies is in n<.» way to bo conecivod ” 
— ought not to bo conceived — ” as being coiiccrntHl with ends as such. 

Broadly speaking Wo may say that as a matter of history what ought to bo 
must bo rigidly distinguished from what is, but that in theoretical or formal 
studies they fuse together. But we cannot stop to claborato tliis. 
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With much of , this there is no cause for disagreement. The 
distinction between endogenous and exogenous changes is useful 
and illuminating. And it is, of course, all to the good that 
economists should know the precise degree of certainty which 
their results possess. And if tliis were really the substance of 
Professor Robbins’ caso,^ no further discussion would be neces- 
sary. But it is to be feared that Professor Robbins has not fully 
recognised the implications of his admission that the economist 
may and ought to interest himself in “ non-cconomic ” matters. 
The connections between exogenous and endogenous factors are 
elaborate and extensive, and in many economic problems we 
cannot treat them separately — ^wc need to know liow tliey react 
upon one another. No study of a i)eriod of inflation, for example, 
can be adequate wliich does not explain the exogenous effects of 
endogenous changes; how a fall in the external value of the 
cuiTency may lead speculators and rentiers to ])clieve that it will 
fall still further, tlicrcby bringing about a fall in their demand 
schedules as a result of wliich their beliefs are realised ; or how a 
similarly caused spccidativc rise in internal jiriccs may load to a 
serious temporary shortage of currency, and so give the govern- 
ment an excuse for believing that it ought to inflate still further. 

]\roreover, we cannot assume that the two tyj)es of eliange 
are always casil}^ distinguishable. On the contrary, in certain 
circumstances the question whether a givjn jihenonienon is 
exogenously or endogenously caused — whether, for example, a 
stock exchange boom is the result of speculative mania, or of an 
increase in the supply of caj)ital relative to the demand for it - — 
may itself constitute a problem of some diflieuIt3^ Surely, then, 
it follows that tlie distinction between endogenous and exogenous 
factors is one wliicili falls ivithin the spJierc of economics, and 
that the economist not merely may but must concern himself 
with issues which lie outside the sphere of the pricing i)rocesa in 
its strict sense. 

A similar line of argument may be applied to the wdder ({ucs- 
tion of the relation between deduction and induction. Professor 

^ Sco p. 118 / 1 .: “It is moro iifcurtioy in motio of utalomont, not ovor- 
aiistority in Bptsculalivc rarij'o for which I am j/lt'/idinf?. ... All that t am coii- 
tonding is (.vie) tho dcsiral/ility of separating out tho kiiul of general isatioJijL which 
belongs to ‘ exogenous fields ’ from tho kind whieli belongs to ooonoinics proper.” 
It is diffieult to roconcjik? this with Prorcs.sor Kobhins’ earlier protests against 
the over-diversification of economists’ activities (pp, 3, 40 n.), or with lu 0 emphatic 
rejection of tlio possihilily of fruitful speculation on tho subject of tho ef|ualisa- 
tion of incomes (pp. 120-20). 

* See an article by tho present wriicn- entitled “/riio Signiiicauco of tho Slock 
Exchange iioom ” in tho American Kconumw lieview for Juno 1932. 
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Robbins recognises the usefulness of the latter for various sub- 
sidiary pur^ioses ; but' he points out that by themselves empirical 
investigations can do no more than yield historical results; to 
be really fruitful they require analytical interpretation (pp. 101- 
109). This is true, and indeed obvious. Few people will bo 
found nowadays to subscribe to the doctrine which Professor 
Robbins cheerfully attributes to the American school of “ Insti- 
tutional ’’ economists, that economics can dispense with deduc- 
tive analysis.^ Rut to show that deduction is an essential part 
of the economist’s work is not to show that empirical studies 
are necessarily subordinate and “ penumbral.” In sonic problems 
they may play but little part ; the task of collecting facts may be 
subordinate to, and come wholly before (or wholly after) analysis. 
But in others they are closely interwoven. A deductive argu- 
ment will suggest a question of fact, the answer to which may 
require further deductive anaWsis, leading to still further induc- 
tive investigations, and so on. In cases of the latter typo theory 
and empiry represent not different of research, but different 
tools of research. Deduction without induction is empty : 
induction without deduction is blind. 

9. Nor will it do to answer (p. 118, 1. 2) that the inclusion 
of these wider considerations — exogenous factors, and emjiirical 
studies — is legitimate for practical pur])Oscs only, and cannot be 
tolerated in the narrow field of luire theory. For the distinction 
between the theoretical and the applied is in economics at best a 
provisional one. This is, indeed, the essential difference between 
the social and the natural sciences. The physicist or biologist 
has his subject-matter given him by nature, and he can study 
it solely with a view to arriving at the truth, leaving the question 
of what practical utility may be derived from his results to 
specialists in the applied field — to electricians and engineers, to 


' Professor Robbins’ inability to bo fair to the Institutionalists is much to 
be deplored. (See, for instance, bis witticisms in Kconomio Jocunal, V'ol.XL, 
pp. 411-12). It may be admitted tliat some re})rescntatives of the school have 
occasionally made excessive claims for the self-siifficieney of quantitativ’o studios. 
But the professions of economist s are not always a safe j^uido to their practice — 
as Professor Robbins gladly recognises when it suits him (see p]>. 2.3-G and 81 o). 
And in fact the essential characteristic of Institutionalism is not the denial of 
the usefulness of analysis, ])ut tho belief that the most tmittiil field tor economic 
research, whether deductive or empirical, is to ho founri in the concrete problems 
of economic organisation rather than in tho niceties ol value theory. With this 
doctrine Professor Robbins may not agree. But if he had taken tho trouble 
to understand it ho might have been saved from the gross blumlor of talking of 
Veblen and Hamilton (tho only two Institutionalists whom lie mentions by name, 
apart from Professor Wesley Mitchell) os though their work were purely inductive 
or quantitative. 

No. 168. — VOL. XLii. ^ P 
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doctors and stock-breeders. Economists, on the other hand, are 
faced continually with practical questions. Their theoretical 
work is important not so much because it yields truth as because 
it provides a technique whereby practical and social problems 
may bo solved. Knowledge in economics is va]ual)lo as being 
“ fruit-bearing ” rather than light-bringing ” ^ — as assisting 
human well-being rather than as providing knowledge of ultimate 
reality. 

This constitutes our second answer to Professor Robbins, when 
he holds over ecoriomisfcs the threat of not being called scientists 
if they refuse to abide by his definition of economics. If by a 
science is meant the building up of a system of knowledge for its 
own sake, then economics is not a pure science. Its investigations 
are bound up with practice, and it is by its practical usefulness 
that it must be judged. 

10, From this conclusion a series of important results follows. 
For wo need no longer demand that tlie })Oimdary lino between 
economics and otlier fields of study should bo capable of sharp 
demarcation. We have seen the result of Professor Robbins* 
attempt to provide sucli a demarcation ; how it led him to exclude 
from the notice of economists, at least in their ])rofcssional 
capacity, various topics which are imi)ortant in tliemsclves, and 
which only an economist can discuss w ilh any real hope of reach- 
ing a successful outcome. Such arc, outstandingly, all the many 
questions affecting the goal of economic policy — the desirability 
of equalising incomes or abolishing private property in the means 
of production, for example ; the possibility of establishing greater 
harmony of interests than at present exists between entrepreneurs 
and the community as a wdiole, and the methods av here by this 
might be accomplished; the advantages and disadvantages of 
organising the economy on a communist or co-operative basis. 
If Professor Robbins has liis way the economist will ignore these 
problems, except, perha 2 :>s (pp. 13^1-4) in so far as they stimulate 
his meditations upon the pricing process: But in that case who 
will give them the serious consideration which they deserve? 
Professional moralists will not ; for their business, pace Professor 
Robbins, is not to discuss what ought to be in the economic 
sphere, but rather to study the concej^tion of what ought to be 
in general, and the nature of ends as such. Psychologists will 
not; for they arc concerned primarily with the laws of human 
nature and behaviour, and not, except incidentally, with the 
political and economic framework in which they manifest them- 
^ Cf. Koynos, Scope and Method of Political Economy^ p. 1S3. 
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selves. Historians will not; for their interest is in the past, 
not in the future. If economists dare not, then these problems 
will be left to “practical” men; to demagogues and fanatics, 
with no interest in logical reasoning and no knowledge of economic 
teclmique. “ The border-lands of economics,” writes Professor 
Robbins (p. 83), “ are the happy hunting-ground of the charlatan 
and the quack.” It will be a pity if they are left in undisputed 
possession. And the right persons to oust them are economists, 
for economists alone have the equipment for cultivating these 
“ ambiguous regions,” and making a garden where now is a 
desert. 

So, too, with the study of economic institutions. Economists 
need not fear that they arc trespassing unwarrantably on the 
territory of historians if they interest themselves in the nature 
and evolution of the main features of current economic life — ^in 
the machine technique and the organisation of enterprise, in 
private and public property, in markets and marketing. These 
subjects are not in any exclusive sense historical. For on the 
one hand they require, and mil repay, theoretical treatment; 
and on the other hand, if they are successfully carried through 
they may help us not merely to know the past, but also to under- 
stand the present and control the future. Professor Robbins’ 
distinction (pp. 36-38, 02-94) between the “ economist ” who 
studios the principles, and the “ economic historian ” who studies 
the factual expressions, of the pricing process, is too neat. In 
order to give a complete explanation, however theoretical, of 
man’s economic behaviour, we must see it in its institutional 
setting, no matter if that involves us in excursions into “ liistory,” 
past or contemporary. 

Similarly, economists have no cause to disdain the help of 
psychology. Professor Robbins i)roperly shows (pp. 83-86) that 
the economic theory of v«aluc docs not depend on any particular 
psychological doctrine. Jhit it does not follow that economics 
has nothing to learn from psychology. The status of the “economic 
man ” is a case in iioint. Professor Robbins argues (pp. 87 If.) 
that he is merely a pedagogical device — ^that it is convenient as 
a first approximation to talk as though people were actuated 
purely by pecuniary motives, but that tlie propositions enunci- 
ated remain true, in general, even when this assumption is re- 
moved. This is true; but it is not the whole truth. For, as 
J. N. Keynes pointed out,^ the economic man need not be thought 
of as acting from selfish motives, but merely as attaining what- 
1 O-p, ci/;, p. 11J>; <*f. Uobbina, p. 30. 
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ever ends he ultimately desires with a minimum of effort and 
waste. And this conception is one which is very near to being 
a true picture of the way in which men do actually behave in 
certain departments of economic life.^ Now psychology can 
perhaps throw some light on the question how far and under 
what circumstances men will in fact choose “ rationally ” ; or, 
again, it may help economists to understand the range and sig- 
nificance of aberrations from the norm of rational conduct — of 
such “ psychological monstrosities as misers and the like.” ^ 
And in general we may say that as psychology is the study of 
human behaviour, the further it develops, the more light it may 
be expected to throw on economic behaviour.® 

Indeed economists themselves can no more be isolated than 
can their subject. We are accustomed, in methodological dis- 
cussions, to talk about ‘‘ the economist ’’ — ^the man who knows 
and studies economics, and economics only, and who has to a])ply 
to “ the psychologist ” for information about humanity, to the 
“ economic historian ’’ for the facts of economic life, to “ the 
politician ’’ (or ‘Hhe moralist’’) for the ideals of society, and — 
presumably — to “ the logician ” for light on the fallacy of com- 
position, and to the arithmetician ” for the vsum of four and 
four. Let \is not forget that “ the economist ” in this sense is 
more of an abstraction than ever the economic man w^as. In 
real life students of economics can only hope to learn from their 
colleagues in adjacent fields if they themselves know enough 
about these fields to understand what questions they may profit- 
ably put. And the peculiar contributions of individual economists 
have often been due in large part to the fact that they have come 
to economics with a special knowledge of other subjects — of 
history or law, politics or business, mathematics or logic.'* 
Economics has not suffered from their many-sidedness. 

This brings us to our last point. If economics is not, or not 

^ K.g. in the Stock Exchange; sco Keynos, p. 120. 

* Tho miser is tho man who is so dovotod to tho “ jiroximato oiid,” tlio 
accumulation of money, that ho forgets tho ultimate purposes for which alono 
money is useful. Professor Robbins rightly says that ho is as a rule of little 
economic importance (p. 30). Rut his psychological brother, tho man who is 
so interested in the pursuit of wealth tliat ho produces far more than ho con- 
sumes and automatically saves tho differeiico, is a person with whom students 
of the trade-cycle, for exarn])lo, may have to reckon. 

® For illustrations of the way in which psychology can help economics (and 
economists can contribute to psychology) see almost any book by Thorstoin 
Voblen; and on tho contents of this (necessarily ovor-condonsed) paragraph cf. 
tho earlier chapters of MacCurdy, Mind and Money ^ particularly pp. 11-26, anti 
Wesley Mitchell in Ths Trend of Kconomica (od. Tugwoll), pp. 22-25. 

* hJ.g. Adam Smith, Goschon, Edgeworth, Commons. 
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merely, a pure science, then we need not be unduly perturbed if 
we cannot give its subject-matter an accurate definition. As a 
working description the phrase “ why we are as well off as we 
are ” ^ will do as well as any, so long as it is understood not 
to exclude questions of how to make us better off. In any 
case it seems fairly clear that economic subjects arc in general 
characterised on the material side by having to do with “ the 
economy,” i.e. with the organisation of the production and dis- 
tribution of wealth, and on the formal side by being the sort of 
subjects that can best be dealt with by an “ economist,” i.e. with 
the aid of economic technique. Such subjects cannot be pre- 
sumed to be capable of yielding a systematic body of knowledge, 
and it is probable that any definition, if pressed, will be found 
guilty both of excluding what ought to be brought in, and of 
including what ought to be left out. In the last resort we must 
say, imitating Jacques Loeb, that economics is that which inter- 
ests the economist — and that the economist, if he is a good 
economist, is, potentially at least, interested in everything. 

11. Wc arc now in a position to sum up our differences with 
Professor Robbins. He started with the assunq)tion, it would 
seem, that whatever economics was it was a science. A science 
l)eing assumed to be the building up of a body of systematic and 
certain knowh'dge, it followed that the subject-matter of economics 
must be capable of yielding such a body of knowledge, and, 
further, that to give it a scientific definilion was both possible 
and desirable. That definition having been established — in a 
somewhat arbitrary way, as wc have seen — it was at once clear 
that all questions which could not bo subsumed under it were 
incapable of yielding certain results, and thus were not “ scien- 
tific.” And so Professor Robbins was able to establish his index 
expurgatorius — ^liis list of topics with which the economist, at 
any rate qua economist, may not deal. We have seen that 
several grounds may be advanced for rejecting this index : that 
problems may be capable of scientific treatment which yet cannot 
yield deductively certain results; that economists may do good 
and fruitful work in the proscribed areas ; that it is arbitrary 
and confusing to exclude from economics by definition questions 
which in fact economists alone can answer. But when all is said 
and done, the crucial objection to Professor Robbins’ doctrine is 
not the reasoning by which he reaches his conclusions, but the 
assumption from which he starts. Economists cannot remain in 
the secluded contemplation of pure truth. If they arc to help 
^ Cf. Cannan, Wealth, p. 1, and in Economic Journal, Sopt. 1932, pp. 42r)-«. 
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the community to solve its problems, they must themselves be 
counsellors and advocates, perhaps also administrators and states- 
men. For the adequate fulfilment of this task they may have 
to equip themselves with an elaborate analytical technique. But 
to believe that this technique is the essence of economics, or that 
because economists ought to reason scientifically, therefore they 
ought to do no more than reason scientifically, is to mistake tlie 
means for the end; it is to become that ‘‘psychological mon- 
strosity,” an intellectual miser — a man who desires an “ infinite 
accumulation ” of theoretical dodo-bones. Let us hope that 
economists in general will not forget that in the social studies 
the end of knowledge is action. 

Lindley M. Fraser 

The Queen's College, Oxford. 



THE SITUATION IN INDIA— A REJOINDER 

I RUBBED my oycs in considerable amazement when I read 
Mr. Birla’s note on the general situation in India, especially his 
question, Will India over be able to pay off her total debt, or 
will she even be able to redeem her annual liabilities ? ’’ and his 
own answer, “ What we require is reduction of our foreign debts, 
reduction of our internal debts, more money for education, 
sanitation and other nationbuilding schemes.’* With the last 
part of the answer there will bo general accej^tance, but not with 
the first. I propose briefly to give the broad facts. 

I 

In the first place, iMr. Birla’s major premise is incorrect, and 
this being so, his main argument falls to the ground. The 
estimate of India’s foreign liabilities made by him is double 
what it ought to be, as was pointed out by Sir George Schuster 
at the annual meeting of the Eederation of Indian Chambers of 
Commerce at Delhi in 1930, over which Mr. Birla presided. The 
correct figure is of the order of at most £500,000,000, and my 
estimate was quoted by the Finance Minister at that meeting 
with approval. Sir Robert Kindersley’s estimates of British 
Overseas Investments published for 1929 in the Bank of England 
Statistical Summary for August 1932 gives the capital investment 
in (Government and municipal loans as £224,000,000. The 
Economist's estimates of overseas investments in India in 1928-29 
were £354,000,000, of which £219,000,000 were Government and 
municipal capital and £135,000,000 commercial and industrial. 
If, as is not unreasonable, wo assume the same proportion in the 
case of Sir Robert Kinderslcy’s estimates as in the case of those of 
the Economist, then Sir Roberts commeieial and industrial 
capital w'ould be £138,000,000 or a total of £362,000,000. At the 
very outside commercial and industrial capital could not exceed 
the amount of Government and munici])al capital. If it reached 
this amount, then the total would be £448,000,000. This estimate 
does not include an allowance for private concerns for which no 
information is available. 

Mr. Birla’s estimates are wrong in various directions. He 
estimates “ Investments in companies operating in India but 
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registered outside ” at £200,000,000. The complete figure 
published in the Joint-Stock Companies Blue Book and in the 
Statistical Abstract is £101,000,000 for 1926-27, and includes 
railway and tramway capital of companies not belonging to Govern- 
ment. This figure is made up of railways and tramways £32-8 
millions, tea companies £25*7 millions, mining companies £21-2 
millions, jute mills £4*6 millions and planting companies other than 
tea £3*2 millions. The £101,000,000 exclude, of course, the capital 
of banks, insurance companies, shipping and other companies 
which do only a i)art of their business in India. Only a small 
fraction of the working capital of these companies is actually 
employed in India, and it would, therefore, l)o necessary to allow 
for a small percentage of this total capital (£466*8 millions). 
Again, it is an undoubted fact that Indians hold a large and 
increasing share both in external com 2 )anies and in companies 
with ruj)ee ca])ital under non-Indian managenicnt. It is well 
known, for example, that the majority of shares in the jute mills 
which are almost entirely under such management are held by 
Indians. Mr. Birla is also wrong when he assumes £100,000,000 
to be the holdings of investors abroad in com])anics registered 
in India. The total paid-up capital of these comi^anics is 
£200,()0(),00() {i.e. Rs. 267 crores, a crore being 10,000,000 ruj^ees). 
Investments in rupee securities held by 2 )C()j)le abroad are similarly 
put at the extraordinarily liigh figure of £150,000,000. The total 
of rui)eo loans, largely, of course, held in this country, is 
£281,000,000, i.e. Jls. 374 crores. To assume 53 per cent, of the 
total to be held outside India is, on the best possi])lc authority, 
very far from true, as is Mr. Birla \s omnibus figure of £140,000,000 
for “ other investments not comprised in the above.” Mr. 
Bii?la’s estimates as revised would 1)6 sterling debt and railway 
investments £372*16 millions; municipal and trust borrowings 
£10,000,000; investments in comjmnies registered in India, an 
outside figure, £75,000,000; and investment in companies less 
railways included under the first item £68*4, or a total of £525*56 
millions. 

My own estimate, referred to above, for the same year as Mr. 
Birla, is between £450,000,000 and £500,000,000, made uj) of 
interest-bearing obligations of the Government of India in England 
£339*4 millions; the paid-up capital of joint-stock companies 
registered out of India but working in British India, £101*2 
millions; munici 2 )al and port trust borrowings, £10,000,000 ; and 
a share of the total working capital of banks, insurance companies, 
etc., doing business elsewhere than in India, £30,000,000; — or a 
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total of £481,000,000. To this we may add an allowance for 
investments in private concerns for which no details are available. 
All things considered, it seems reasonable to fix the upward limit 
at £500,000,000. An estimate of the Financial Times published 
in 1930 was £583,000,000, but this contained some conjectural 
data. If we take the League of Nations “ Balance of Pay- 
ments ” Report, we find the total payments on interest and divid- 
ends given as Rs. 34 crores for 1926-27. If it be assumed that 
5^ per cent, is the average rate of interest, the capital invested 
would be £465-7 millions. In short, Mr. Birla’s figure of 
£1,000,000,000 is quite astronomical. 

‘‘ The first thing to which I wish to draw pointed attention/' 
says Mr. Birla, “ is the fact that, unlike England, India is a debtor 
country." It is surely no sign of weakness for India to have 
foreign liabilities in the early stages of licr economic development. 
India, with the assistance of caj)ital imported from abroad, 
has become the possessor of great assets in the shape of railways, 
irrigation works, factories and other enterprises of which the value 
is much in excess of her liabilities. The possession of these 
assets has led to a great increase of national income. My latest 
figure — that for 1020 — was Rs. 105 per capita (not Rs. 45, the 
figure given by Mr. l^irla). The figure is, of course, low, and is 
only one-twelfth of the average per capita income in Great Britain 
and Northern Ireland for that year. Eighty per cent, of the 
Public Debt rei)rcsents assets whieh themselves provide an in- 
come, and the net charge of the remaining 20 per cent., not 
represented by assets, is small — only £4-8 millions in 1929-30. 
It would certainly be wrong, so long as capital cannot be obtained 
in India itself, to refuse to have recourse to moderate loans abroad, 
and thus to hold up the country's development merely to avqid 
sterling borrowing. It is no weakness to have recourse to ex- 
ternal loans, as the examples of the United States, the Dominions, 
and South America prove. In 1914 British capital ifi the United 
States, mainly, as in India, investments in railw ays, amounted to 
£760,000,000. The investments of British capital in South 
America are very large, the Argentine alone having imported 
British capital to the extent of £433,000,000. Japan, a shining 
example of economic progress to most countries, is a large borrower 
both in London and in New York. In extreme nationalist 
circles in India there is a good deal of misapprehension : it is 
thought that the country lias to borrow at ruinous rates of interest 
for the solo advantage of England. Sir Robert Kindersley’s 
estimates for 1929 referred to above show^ that the average rate 
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of interest for Government and Municipal loans — 3*8 per cent. — 
was the lowest in the Dominions and Colonies, and no country 
in the world was able to borrow more cheaply. India, indeed, 
has a privileged position in the London money market. The 
City Editor of The Times summed up the reason for this by 
saying India’s finances have been well managed, her overseas 
trade shows a regular excess of exports over imports, large annual 
appropriations are made for the reduction of debt and, unlike 
Britain’s debt, the great bulk of the National Debt of India is 
represented by interest yielding assets. 

II 

I now turn to the balance of trade and the i)roblem of the 
charges which have to be met annually in London, usually called 
the “ Homo charges.” It is quite true that before the slipping 
off the gold standard in September 1931 the Government of India 
were finding the problem of remittance a very difficult one indeed, 
owing to the catastrophic fall in prices and the lack of con- 
fidence that prevailed. But these difficulties arc, fortunately, 
not in any degree so great as they ivere. The balance of trade 
figures show on an average of the ten years ending March 31st, 
1920, an excess of exports of merchandise over imports amounting 
to £69,000,000 ])er annum. Including treasure, tlie visible balance 
of trade amounted to £37,000,000. The excess of exports over 
imports of merchandise for the year ended March 31st, 1929, was 
£65,000,000 and the visible balance of trade, treasure included, 
was £39,000,000. Now the halving of Mr. Birla’s estimate of 
foreign lialnlities has, of course, affected the whole argument, and 
it will be seen that the balance of trade is quite able to meet 
the interest charges on these liabilities. The most characteristic 
feature of the present regime in Indian public finance is the control 
of the Government of India over its capital expenditure, combined 
with a severe policy of economy and retrencliment which is re- 
flected in the 50 per cent, increase in the i)rice of (government 
sterling securities in the last twelve months. (Japital commit- 
ments have been kept well, and these capital imports have to a 
large extent been met in India itself. In the five years ending 
1930, for example, £17,822,000 were net borrowings by India in 
sterling, but against this the railway capital expenditure in 
England, including purchases of railways, during the period 
amounted to £54,360,000. In short, the net amount of new 
sterling debt incurred was much less than the sterling caj^ital 
expenditure on Indian railways, the bulk of which was financed 
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out of resources remitted from India. During these five years 
the surplus net revenue from the railways was £30,000,000, and 
the contributions made to general revenues £21,750,000, while 
at the same time the railway reserve fund was increased from 
£4,500,000 to £13,000,000. 

The homo charges for the year ended March 31st, 1929, arc 
set out below to show the nature of expenditure in Tiondon : — 



£ millions. 

Rjreeritage 
of total. 

1 . Capital expenditure ..... 

10-8 

27 

2. Railways ....... 

0-0 

22 

3. Military services ...... 

9-9 

21 

4. Debt services ...... 

rv« 

14 

6. PonsioTiH, etc. . . . . . . 1 

2 4 

G 

6. Civil adiniiiistration (High Commissioner. Leave 
salaries) ....... 

20 

5 

7. Others . 

0-8 

2 

Total 

40-5 

100 


I do not think that there are many countries in the world with so 
satisfactory a sliowing. The interest of the capital originally 
imported is paid from the productive enterprises. TIio capital 
imported is not imported, as it has been since the War in the 
case of Germany and Australia, in unreasonably large quantities 
and invested in unproductive enteiprises. It is invested in 
productive cnter]>rises alfecting beneficially Indian production 
and the national income. The Balance of Payments may be 
shown at a glance thus : 

Balance of PaymenLs. 


(In rroros (10,000,000 rvipet's).) 
(Credit 1-, Debit —.) 



Average for 

5 venns end- 
ing 1927 2S. 

1928-29. 

1929-30. 

I 

1930-31. 

1. Current items (goods, ser- 
vices, anil gold) : — 
Morchandiso 

Gold .... 

Interest and Dividends 
Other services . 

-1- 87 
“ ' 35 
-31 
-30 

-I GO 
- 21 
-32 
-31 

-1-54 

-14 

-32 

-18 

4-37 

-13 

-33 

-IG 

Total . 

-15 

-18 

-10 

-25 

II. Capital items : - 
Long-term 

Short-term 

+ 9 
+ 6 

P18 

-1-13 
- 3 

443 

-IS 

Total . 

- 1-15 1 

d 18 

MO 

d 25 
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The large importation of the precious metals is another fact 
which indicates that the real resources of India are not so inadequate 
as Mr. Birla supposes. From 1900 up to 1930 the value of India’s 
net imports of gold, as will he seen from the table below, were 
nearly £400,000,000, valued at the price of gold then existing 
(viz. £4 4rs, \\\d, per fine oz.). To-day that gold is worth 
£540,000,000 at present prices (viz. £5 18^. lid. per fine oz.). 

Net imports of Gold and Silver (in £ million) for 30 years (1900-1 to 

1929-30). 



1 Clokl. 

Silver. 

Total. 

1900-1 to 1909-10 (ten years total) . 

68 

99 

167 

1910-11 to 1919-20 (ton years total) 

145 

145 

290 

1920-21 to 1924-25 (five years total) 

108 

59 

167 

1925*26 

' 20 

13 

39 

1926-27 

1 

15 

29 

1927-28 

14 

10 

14 

1928-29 

1 16 

7 

23 

1929-30 

i 19 

1 7 

17 

1925-26 to 1929-30 (live years total) 

1 SO 

1 52 

132 

Total .... 

i 401 

i 

j 355 

j 756 


The net im[)ort of gold has been at the rate of 23 per cent, of the 
world’s production in recent years (1920-21 to 1929 -30). 'riie 
export of non-monctiiry gold amounting to £03-8 millions since 
last year is also a sign of financial strength. The export has had 
a most beneficial elfcct on exchange, as it gives India a favourable 
trade balance, and inakcs it possible for Iier jieople to use their 
reserves in these difficult times. Much suffering is, therefore, 
avoided by drawing on these reserves in hard times, in the 
Economic Journat. of June 1927 1 estimated India’s gold hoards 
at a figure of not less than £550,000,000. At to-day’s price of 
gold this would be £745,000,000 and the exjiort of 63*8 millions 
is only about 9 per cent, of the total. Silver, too, since 1900 
has been imported to the extent of £350,000,000 net. India was 
just up to the world dejiression importing gold at the rate of 
£15,000,000 per annum and silver at the rate of £7,500,000. It 
is quite absurd to think tliat a country which has such enormous 
hoards of gold and silver, and ordinarily is a sink for the precious 
metals imported from the rest of the world, is so weak (as Mr. Birla 
believes) as to be doubtful of meeting its foreign liabilities. There 
are, on the contrary, very solid grounds for optimism. If the 
savings of the people of India could be directed into productive 
enterprise, it is as clear as the noonday that India could provide 
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for her economic development without external capital, and the 
existing external capital could be repaid in a generation. Educa- 
tion more accessible and widespread, the development of banking 
habits through an all-India investment movement in the 500,000 
villages in which nine-tenths of the population reside, and above 
all the stopping of social and quasi-religious customs which retard 
the proper production and distribution of wealth, are essential. 

1I[ 

With a view to increasing agricultural production, Mr. Birla 
rightly raises the question of the indebtedness of the cultivator. 
“ A second point,” he says,” worthy of consideration is the question 
of private debts.” Naturally, Mr. Birla, belonging as he does to 
the great moneylending and banking community of .Marwaris, 
looks at the problem from the viewpoint of agricultural finance. 
The moneylender in Indian rural economy is indispensable. He 
is accessiljle to the agriculturist, and maintains a close personal 
contact with him. He has local knowledge and experience. 
In recent years, howe^'er, owing to bad times, the legal pro- 
tection given to the agricultural borrower by Acts such as the 
Usurious Loans Act, the Land Alienation Acts, and the Punjab 
Regulation of Accounts Act, the growth of co-oi)crative societies 
and the suspicious practices of some members of the fraternity, 
he has lost ground. On the other hand, the agriculturist is con- 
servative and wedded to religion and custom unknown perhaps 
in the West. lie will incur debts for marriages and funerals, and he 
clings to the tradition of paying off ancestral debts. Nevertheless, 
the Central Banking Inquiry Committee reported that '' We 
consider that it is incumbent on Government to devise measures 
to meet the situation.” The Royal Commission on Agriculture 
uttered a serious note of warning when they said : “It must be 
clearly recognised that the worst jiolicy towards debt is to ignore 
it and do nothing.” The Banking Committee recommended in its 
Report that a scheme of debt comuliation on a voluntary basis 
should be considered by local Governments, and that the Govern- 
ments concerned should also explore the })ossibility and desirability 
of undertaking other legislation to secure the settlement of debts 
on a compulsory basis. The problem bristles with difficuilties. 
The Royal Commission on Agriculture, 1928, believed that tlie 
greatest hope for the salvation of the rural masses in regard to 
debt lay in the growth and spread of a healthy and well-organised 
co-operative movement; that legislative measures dealing with 
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the problem of indebtedness had proved a comparative failure, 
and in all provinces an inquiry should be set on foot in regard to 
the failure to utilise the Usuiious Loans Act which, if used, would 
go far to remove the worst evils of uncontrolled usury. They 
recommended to the consideration of local governments the 
British Moneylenders Act of 1927, the Punjab Legislation and 
the case for a simple Rural Insolvency Act. The Commission 
were of opinion that conciliation bodies might be tried in certain 
areas, and, where the indebtedness is very heavy and there is a 
dilliculty in getting suitable persons to act as receivers,” there 
should be little hesitation in appointing officials for this duty.” 
The plain fact is that tradition makes the son or relative regard 
ancestral debts as debts of honour, X)iously to be i)aid. It is a 
common practice for a moneylender who has no remedy at law 
to approach the son or relative and on grounds of religious duty 
to get him to execute a promissory note. The son or relative will 
do nothing which might make him run the risk of being thought 
to dishonour his father or relative. 

This brings mo to the real heart of the problem of increased 
agricultural production. At every turn wo are mot with diffi- 
(uilties of a religious and social nature. Take, for exam])le, the 
Hindu’s veneration for the cow, wliicli has had such startling 
economic results. The difficulty is to get the cow back from the 
tcmx)lc to the field. ** Call it prejudice, call it x>assion, said a 
Hindu, call it the height of religion, but tliis is an undoubted 
fact that in the Hindu mind nothing is so deep-rooted as the sanc- 
tity of the cow.” The annual economic loss caused by some 
25,000,000 superfluous cattle amounted, according to an estimate 
placed before the Bangalore (Conference of tJie Indijin Board of 
Agriculture, to £117,000,000, or more than four times the land 
tax of British India. The use of certain fertilisers, such as bone 
manure, is forbidden, and cowdung is used as fuel. Iti some j)arts 
of India to-day economic necessity is compelliFig the Hindu to 
change, and in some districts tlie barren cow when unfit for work is 
sold to the butcher. “ The agent of the butclier,” says a report, 
“ is always at hand to help in the work of removal. Life without 
vitality or capacity of work has lost all significance of sanctity for 
the farmer, be he Brahmin or low-caste Hindu.” Mr. Darling 
mentions that a generation ago there w’as hardly a Hindu who did 
not set aside part of his meal for his cow, but now there is hardly 
one in a hundred who does so. The Sikh, forbidden by bis religion 
to smoke-— very beneficially from the economic standpoint, as he 
saves on an average holding enough to pay his land tax ^is 
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yielding to economic pressure and growing tobacco. He is also 
in parts of the Punjab practising birth-control, “because more 
sons will have no land to cultivate,” and “ too much rain reduces 
the crop; too many sons bring reproach.” Another, according 
to Mr. Darling, declared that every son comes into the world with 
a share written on his forelicad. The Muslim, too, who has for 
centuries been terribly handicapped by the Koran, which makes it 
necessary for him to pray five times a day, fast in Llamzan, not to 
take “ Riba ” (“ interest,” according to others “ usury ”), and to 
give away 2| per cent, of his property, is finding these injunctions 
in the face of the higher standard of living too difficult to carry 
out. The Mohammedan in some parts of India is beginning to take 
interest like an ordinary moneylender. The Khojas, converts 
from Hinduism to Islam, are said to be more exacting than the 
Hindu moneylender. ‘‘ Tho temptation, therefore,” says the 
author of The Punjab Peasant,” is irresistible and ethical 
I)rinciple is obliged to give way to economic advantage.” On the 
other hand, there are still great forces of orthodoxy at work in 
India which make the life of the agriculturist often “ solitary, 
poor, nasty, brutish, and short.” The Hindu, whoso mind is 
religious and speculative, is a firm believer in tradition, and 
material progress does not mean to liim wliat it does to the 
Westerner. He is wedded to every ancient emstom to a degree 
almost incomprehensible to the Western mind. Mr. Gandhi’s 
recent efforts to bring 20 i)er cent, of the total Hindu po])ulation 
into tho Hindu fold, and thus to j)crmit the lowest castes, number- 
ing 02,000,000, or about the i)opulation of Germany to-day, 
to have similar rights as caste Hindus, has met with opposition 
from orthodox Hindus in regard to wells or tanks used l)y higher 
castes, and temples ami schools where caste children go. Nothing 
but education which is widespread and accessible, and a change of 
social and religious customs will bring about the desired result, and 
Mr. Hirla, as a Hindu of an unusually orthodox caste, fully 
appreciates the importance of these factors. As David Hume 
said long ago, with more truth than was realised at the time, 
“ Popular theology has a positive ap])etite for absurdity.” In 
Hinduism economics and religion are, indeed, fused into one, with 
the result that tho production, and indeed the distribution of 
wealth, are far from ideal. 

IV 

The third and last point discussed by jMr. .Birla must bo, 
owing to exigencies of space, briefly answered. Mr. Birla believes 
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that there is budget disequilibrium, that there should be “ re- 
trenchment drastic and ruthless,” but this, he believes, “ cannot 
have an altogether unmixed effect. What is really required is 
judicious spending.” As a strong nationalist, he returns to his 
old hobby, and condemns the present level of military expenditure. 
He thinks that it is impossible to raise money at the present time 
in India. The Budget of the Government of India for 1932-33 
shows a revenue of Ils. 129*96 crores (£98,000,000) and an expendi- 
ture of Ks. 127*81 crores (£96,000,000). The Budget has been 
balanced with draconian severity and without recourse to any 
trick devices. The figures just quoted do not show the real 
picture in regard to the reduction in administrative expenditure. 
As the work of retrenchment began two years ago, wc must take 
the actuals of 1930-31. Civil expenditure was Rs. 24*93 crores 
(£18*7 millions) and in the present year Rs. 20*65 crores (£15*5 
millions). Military expenditure was Rs. 54*30 crores (£41*6 
millions) and in the present year Rs. 46*74 crores (£35*1 millions). 
There has been since 1931 a reduction in the net controllable 
administrative expenditure, civil and military, from Rs. 76 crores 
(£57,000,000) to Rs. 64 crores (£48,000,000), a reduction of the 
order of 16 per cent. The Army’s contribution in the national 
emergency is striking, especially as compared with the high- 
water mark of 1919-20, Rs. 91 crores (£68,000,000). Public 
expenditure of the Government of India in the ])rcsent year 
is actually 1 1 per cent, less than in the first year of the Reforms, 
1921-22. As a result of the retrenchment campaign, the Finance 
Minister informed the Legislative Assembly that, unfortunately, 
no fewer than 7063 appointments in the Civil Departments have 
been, or shortly would come, under reduction — viz. 299 Gazetted 
Officers, 5279 ministerial establishment and other superior 
establishments, and 1485 inferior establishment. Tho Indian 
Government believes, with Tacitus, that thrift is a great untapped 
revenue. It believes that the cart of taxation must never be 
put before the horse of economy and retrenchment. The ])udgets 
of Local Governments amount, all combined, only to Rs. 94 
crores (£71,000,000), as compared with the Government of India 
Budget of Rs. 135 crores (£102,000,000), and here again, in spite 
of the fact that Local Governments are responsible for education, 
sanitation and other nation-building departments, Madras and 
the Punjab since the first year of the Reforms have had an 
average surplus of Rs. 46 lakhs and Rs. 9 lakhs respectively, 
while other provinces, especially tho industrial provinces of Bom- 
bay and Bengal, owing largely to the Meston Settlement on the 
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allocation of revenues between the Central and Provincial Govern- 
ments, have had to face dii]ficulties, notably in the last two years. 
Relief is being achieved in two directions — in the first place, from 
economics in expenditure, and secondly, from the possibility of 
new taxation. I should stress this point, in view of Mr. Birla’s 
reference to the importance of education, that since the Reforms 
of 1921-22 the exi^enditurc on education has increased from Rs. 
809 lakhs to no less than Rs. 1317 lakhs, an increase of 52 per cent., 
and education is now 14 per cent, of total ])rovincial expenditure, 
as compared with 11 per cent, in 1921-22. In regard to JMr. 
Birla's view on the raising of internal loans in India at the moment, 
I think he is a croaking C.'assandra. Jn addressing the Legislative 
Assembly on September 5, the Viceroy, Lord W'illingdon, well 
summed the situation thus : “ Since Ai)ril wo have floated three 
loans, one in sterling and two in rupees, of the total amount of 
58 crores. The last of these, as you are aware, was over- 
subscribed in about four hours, though it gave a return of only 
5J per cent, as compared with per cent, for the loan issued 
about this time last j'Car. We have also been able to reduce our 
floating debt in the form of Treasury Bills from 84 J crores at the 
end of August 1931 to 24 1 crores at the end of this August, and to 
reduce the pri(?e we pay for our accommodation from about 7-^ 
per cent, to about 3i per cent.’’ 

To sum up. 1 have shown that (1) India’s liabilities abroad 
have been kept within limits strictly commensurate with her 
capacity to pay; (2) the expenditure from caintal imported has 
been on productive works, maiidy railways and irrigation, and 
India has tlius avoided the ditluudties that have faced Australia 
and Germany ; (3) the Government of India budget is a balanced 
one. Budget equilibrium has been achieved, first b}^ economy 
and ruthless retrenchment, and secondly by new' taxation ; and 
(4), as j)ointed out in my PurerUj and Kindred Economic Problems 
in Indict,^ the questions of increased agricidtural production and 
diminished poverty are intimately bound up with religious and 
social questions, in regard to Avhich education that is accessible 
and widesprc'ad will do much. With the emerging of a higher 
standard of living, e.specially in the iiTigated areas, divinely 
appointed custom is giving way to something more dynamic — 
economic reality. It is no longer as Chnl wills, but as man labours, 
and this is well summed iq) in the remark of a Punjab colonist, 
quoted by Mr. llarling in his Punjab Peasant : ‘‘ W here the water 
is, there is God.” Our political advance is fift}' or a hundred 

^ Govornmont of IiuUa, Central Publication Branch, Calcutta, ldtl2. 

No. 1G8. — von. xlii. Q Q 
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years beyond our social advance, and that makes the solution 
of the problem all the harder. It is being tackled, but progress 
must be slow. The India, however, which I met when I came out 
twenty-three years ago as a Professor of Economics is certainly 
not the same India to-day. The rate of economic and even 
social progress has been much accelerated. India’s financial 
position is so intrinsically strong that she may well be the envy 
of most other countries. She must, however, continue to pursue 
a policy of gradualness and caution, because finance is a delicate 
piece of furniture, the cobwebs of which cannot be removed by a 
Turk’s-head mop. Gordian knots, such as financial safeguards 
during the period of transition, cannot be cut. They have to be 
patiently unravelled. Every serious student of Indian Public 
Finance will agree wdtli Sir George Schuster’s remarks at the end 
of his Budget speech on March 7th last when he summed up the 
position thus : 

“ If we look round the world in the present times of difficult}' 
we may fairly claim that there is no country in the world whose 
intrinsic financial position is sounder, or w hose ultimate prospect 
of economic advance in the future is more bright.” 

(}. Findlay Shirras 

Gujarat College^ 

Ahmedabad. 



AUSTKALIAN BANKING POLICY IN THE CRISIS 

More by accident than by design Australia has pursued a 
somewhat enlightened banking policy during the depression. It 
is estimated that the Australian banking system, as a whole, 
entered the crisis with about £45 m. of liquid assets abroad ^ and 
£50 m. of gold reserves in Australia. "J'hcsc funds were Australia’s 
real reserve against bad times. In the first stages of the depression 
they were all too liberally used without any remedial measures 
being taken in Australia. For 1929-30 the balance of payments on 
income account (goods and interest payments) was unfavourable 
to the extent of approximately £70 m., and in 1 930-31 to the extent 
of £18 m. One of the jnincipal causes of the heavy unfavourable 
balance in 1929-30 was the ineffectiveness of the traditional 
banking methods of reducing imports. Impoils were, in fact, 
£131 m. compared with ap[iroximately £145 m. per annum before 
the depression. Relying upon the normal method of rationing 
exchange and believing in the traditional identity of the Australian 
and British £’s, the banks, including th(' Commonwealth Bank, 
allowed their external liquid funds and their gold reserves to be 
used up too readily. Indeed, the banking legislation at the end 
of 1929, under which the Commonwealth Bank had power to take 
over the gold reserves of the 2 )rivatc banks, was a hasty measure 
undertaken, without the aiq)Iicaiion of the normal use of the 
(ixchangc rate and high interest rates, to correct a rapidly 
unfavourable banking situation.'** 

As the depression deejiened dej)osits in the banks began to 
fall, cash reserves tf) decline, and London fuiuls to be absorbed. 
At June 30th, 1930, the London funds were estimated at £16*() m., 
and on the coiTes 2 )omling date of 1931 at £14-3m. Meanwhile, 
the gold reserves had fallen to £10 m. in the Commonwealth Bank 
and to £2 m. in the i)rivate banks. Hence, the total liquid funds 
available for cash 2 )ayments abroad amounted to less than £30 m. 
compared with £95 m. before the dejm'ssion. Though resisted by 
the majority of the banks, the exchange rate, under })ressure of 

^ Seo Wilson, “ The Australiau Balance of Paynionts, 1928-21) to 1931-32,” 
in the Supplement to the Economic Record ^ October 1932. 

* For a fuller account of this and other early features of banking policy 
see my What have the Banks Done ? an Essay on Banking PoUcy (Angus and 
Robertson). 

QQ2 
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heavy demand for London cover, had risen early in February 1931 
to £130-5 (A.) for £100 stg. In the meantime, however, a 
fundamental change had been made in the balance of payments, 
thanks to the heavy reduction of imports and a substantial increase 
in the volume of exports. In 1931-32 exports of current produc- 
tion reached £78*3 in. and imports were only £44*1 m., leaving a 
favourable balance of trade of £34-2 in. The interest on govern- 
mental debt and the del)t of local bodies, having been reduced by 
£5*5 m. on account of the war debt moratorium, amounted to 
£26 m., leaving a net favourable balance on income account of 
approximately £8 in. It will be observed that the external 
position was in precarious equilibrium, largely because the high 
export volume was obtained through good seasons. The volume 
of exports in 1931-32 w^as more than 25 per cent, higher than the 
average volume for the three years 1026 -27 to 1928-29. Under 
the slightly imiiroved favourable balance of payments the London 
funds of the banks increased to £30 m., which, together with gold 
reserves, gave a net balance of £40 m. on June 30th, 1932, available 
for cash payments abroad. This still leaves a very substantial 
margin before a satisfactory “ drought reserve will be built up 
in London. It is, how^ever, somewhat of an achievement that the 
London position of the banks is being restored. 

Of far greater importance, however, is the internal situation. 
The familiar problem of Government delieits lias had a somewhat 
important influence upon banking policy. Perhaps more than 
any country in the world Australia has pursued a ])lan of linancing 
Government deficits through the expansion of central bank 
credit. Short-cerm borrowing by governments has su})planted 
long-term borrowjjig, and though the loan programme lias been 
cut down to £15 m. compared with £45 m. before the depression, 
the total borrowing per annum has, up to the present, abated but 
little. If it is good to maintain sjxuiding power during the 
dej^ression, Australian policy in the past two years has not been 
without virtue. The result is that in a short period of three 
years a floating debt of £82-5 m. (at June 30th, 1930-32) has been 
built up. Of this £37*3 m. is owed in London and £45-2 m. in 
Australia. All but £4-25 m. of the London debt is owed to the 
Commonwealth Bank. As regards the internal floating debt 
practically the whole of it is in the hands of the Australian banks. 
The debt is in the form of Treasury bills bearing interest at 4 per 
cent, (since reduced to 3J per cent.) and discountable at the 
Commonwealth Bank. According to the last banking returns, 
namely, for the quarter ending June 30th last, the trading banks 
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held at least £30 m. of 'freasury bills. This would leave £15 m. 
of internal bills and over £30 m. of ext(;rnal bills in the hands of 
the Commonwealth Bank. Actually, the Commonwealth Bank’s 
holdings of Government securities has increased from £34 m. in 
the third quarter of 1929 to £68 m. at present. 

The effect of the creation of central bank credit in this way is 
familiar. The funds provided by the central bank, in this case 
the Commonwealth Bank, are drawn u])on by the Government, and 
ultimately appear as l)anking depo.sits, mainly in the trading 
banl?s. Against these deposits the trading banks hold balances at 
the Commonwealth Bank. Hence, apart from the Treasury bills 
held directly by the trading banks, the issue of 'I’rc'asury bills by 
the Commonwealth Bank has the effect of increasing both the cash 
reserves and the deposits of the trading banks. Tiic effect of these 
movements upon the banking situation may be seen in the following 
table, which shows the changes in the cash iM)sition and in the 
deposits of the trading banks. 


Cash Posillon and Deposits of the 'frading Banks 
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Three outstfinding fPiatures of this table demand brief mention. 
In the first place there is the remarkable change in the cash 
holdings of the trading banks. Their notes have increased 
slightly, but in place of gold they now hold balances at the Common- 
wealth Bank as their juincipiil form of cash reserve. In the second 
place the decline in the cash of the trading banks was arrested 
towards the end of 1930, and coincides with the expansion of 
central bank credit for governmental purposes. Further, the cash 
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ratio which touched a new low record for Australia also responded, 
leaving the banks in a much stronger position. Finally, the fall in 
deposits was arrested in the third quarter of 1931. This also is 
associated with the increase in central bank credit, but there would 
naturally be some delay in its effects upon bank deposits. More- 
over, the export of gold and the adverse balance of payments 
would show more rapidly in the cash position of the banks than 
in deposits. In general it may be said that a very unfavourable 
banking position had developed at the end of 1930, and it has now 
been effectively remedied. 

The increase in dej)osits and the fall in advances, other than 
Government securities, have reacted unfavourably upon the 
profit-earning capacity of the banks. Fixed deposits rose from 
£178-8 m. in June 1929 to f 191*4 m. in June 1932. Meanwhile, 
current deposits fell from £107*7 m. to £87*0 m. Banks found the 
flow of fixed deposits an embarrassment, and substantial reductions 
in interest rates have been made in recent months. From per 
cent, in the middle of 1931 the three months* deposit rate has 
been reduced to 2J per cent., while the two-year rate has fallen 
from 5^- per cent, to 31- per cent., and there have been corresponding 
movements in short-term interest rates on the money market. The 
percentage of advances to deposits had risen to 103 per cent, in 
the fourth quarter of 1920 and was maintained at about this level 
throughout 1930. It is now 96*4 ])cr cent., and would be very 
much lower were it not for the advances made to Governments. 
Though bankers comjDlain that these advances impose a strain 
upon the banking system, they are, in fact, x)rofitablc investments 
at the moment, and their net effect up to the present has been to 
increase the supply of banking funds available to cash and 
deposits, and to give the banks a profitable investment during a 
X^eriod of adversity. The ultimate security of these advances to 
Governments will, of course, dci)end upon the balancing of 
budgets. So far progress in this direction has been satisfactory, 
though the continued fall in export prices has cut deeply into the 
national income and Government revenue, and made deficits 
greater than were anticipated. In May 1931, when the Premiers’ 
Plan was devised, the deficits were estimated to be £41 m. For 
the current year the estimate is £9 m., of which over £4 m. is on 
account of New South Wales. Against this £9m. there are 
sinking fund payments of over £6 m. With balanced budgets the 
floating debt would be no embarrassment to banking institutions. 
On the contrary, it would provide a volume of liquid securities 
that should render the money market more efficient. 
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There is, however, one real danger in the position. The 
floating debt has added to the money value of the national debt, 
but owing to the maintenance of spending power and the operation 
of the exchange rate the price level has been sustained. Con- 
sequently, the real burden of the internal debt has not been 
increased. On the contrary, it may very well have fallen, because 
the money value of the national income is much greater at the 
higher price level. With 1928 as an average the Australian whole- 
sale price level was 78 in June last. On ring the preceding eighteen 
months it fluctuated around 79. On the same basis the Board of 
Trade index for the United Kingdom for June last was 70, and the 
Bureau of Labour index for the United States 66. Despite a 
tremendous fall in the gold value of export prices Australia can 
claim to have maintained a relatively stable internal wholesale 
price level. Retail prices compared with 1928 are at about the 
same level to-day as wholesale prices. If a policy of deflation is 
now pursued-— and many bankers believe wholeheartedly in such 
a policy - this interesting experiment in banking control during the 
crisis will probably come to a sad end. The burden of the internal 
debt will be increased and the task of balancing budgets rendered 
much more severe. Consequently, the Government securities 
upon which the whole banking and credit structure now rests will 
prove to be an unsound basis. Increased credit will be required 
ill order to balance budgets, and the country might then be driven 
back to its old price level. In the meantime, however, the failure 
of the deflationary policy would have destroyed confidence in the 
control of the currency with consequent damage to the whole 
credit structure. The currency at present is under the complete 
control of the Commonwealth Bank, inasmuch as recent amend- 
ments to the Bank Act deleted any provisions for convertibility 
of the note issue, and left the Bank to manage the currency with 
the single obligation to maintain a reserve against notes of 15 per 
cent, rising to 25 per cent, in five years. This reserve is to consist 
of gold in Australia or in London or sterling assets. The Bank has 
not shown that it appreciates the strength of th(^ case against a 
deflationary policy, and perhaps does not realise the enormous 
powers it now possesses for guiding Australia along the present 
course of credit creation to avoid unnecessary deflation. 

D. B. Copland 

University of Melbourne, 

October 1932. 



THE CONVERSION OF AGRICULTURAL DEBTS 
IN ROUMANIAN 

In many countries it has become an absolute impossibility 
for the farmers to meet their obligations, either in the form of 
interest on debts or in the form of taxation. It has been 
estimated 2 that debts contracted in 1925 required for their 
dischafge 70 per cent, more commodities than at the time of 
contraction. But this is only an average. A farmer who 
borrowed sufTiciently in 1 025 to produce a sack of wheat, would 
have to sell in 1932 three sacks of wheat to repay the dol)t. The 
situation, therefore, had become intolerable, and a general 
demand for some action became louder and louder. But if the 
demand was general, there w’as no agreement — and there still is 
no such agreement — as to just what should bo done in order to 
meet the situation. 

Two schools of thought are apparent in dealing Avith the 
problem. In order to make the (existence of the farmer possible, 
there seem to be but two solutions : cither the burden of charges, as 
expressed in currency, must be reduced, or the price of commodities 
must bo raised. All the agitation that has been going on in the 
United States for “ cheaper moncjy ” really amounts to the second 
line of thought cx])resscd in an increase of the x^rico of com- 
modities in dollars (even at the risk of dcjncciating currency by 
inflation). But it is not yet certain tliat this method of raising 
prices, whether by propaganda for cheaper money, by way of 
extension of credit facilities or by currency manix)ulation, will 
have the desired results. 

Roumania, on the other hand, has attempted a dificrent 
solution. Recognising the imi)otcncc of the Government to 
influence either the world prices or domestic prices, and unwilling 
to sacrifice its currency, it chose the only other alternative, to 
reduce to a bearable level the actual burden, as expressed in the 
amount of commodities to be given iqi by the agricultural pro- 
ducers in order to meet their obligations, by making an attempt 
to decrease the monetary charges borne by the farmers. The 

' Tho author is indobtod to tho Imlcpcndcnce RoumainCf of Buehiirost, for its 
valuable assistance. 

* By The Times, London, editorial of May 13, 1932. 
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results accruing from this policy will presently he seen. But it 
might be useful to point out that the difficulties faced by the 
lioumanian farmers are practically the same as those which 
farmers all over the w^orld have to face, and that any solution 
of their predicament might prove an invaluable precedent for 
other countries — or a scarcely less valual)le example of what 
should bo avoided. 

In order to appreciate the significance of the problem for 
Roumania, it must be realised that 85 per cent, of its pox)ulation 
of over 18,000,000 live from agriculture, and that about 80 per 
cent, of its territory of 294,907 square kilometres is occupied for 
this purpose, 1 An agricultural crisis, therefore, spoils a crisis 
for practically the whole population, and the inability of the 
peasants to pay their taxes throws the financial organisation of 
the State out of joint. The report of ^Ir. Charles Rist,^ delegated 
by the French (Government, at the request of Roumania, to 
examine the financial situation of that country, states that during 
1931 the Government failed to collect at least 800 million lei^ 
in indirect taxes, GOO million lei in stain]) duties and over 3,000 
million lei in direct taxes ; to this must be added a failure to collect 
over 1,800 million lei during the previous year. 

Persons familiar with the situation in Roumania may of course 
state that its finances have been sadly mismanaged, and the 
al)Ove-mentioned official report will certainly corroborate their 
statement, but a mere glance at the index of agricultural ])riccs 
in Roumania in 1929 and 1931, which is to be found in the same 
document, will not fail to reveal that, however defective the system 
of collection may be, the difficulties of the x)casants w’cre none 
the less enormous. From 1929 to 1931, i)rices of the princijial 
products of agriculture fell as follows : 

Average Price of Kilogram m Lei, 

Wheat. Barley. Oats. Maize. 

1929 . . . 7*50 4-75 4-54 o-91 

19.11 . . . 1-97 210 2*4r) 1-77 

Thus, in order to pay his fixed charges, the Roumanian 
farmer had to sell, in 1931, 3*8 times, or almost four times as much 
wheat as ho did in 1 1129 for the same pur])oso. Small wonder that 
the farmers w’ere faced with swift and utter ruin. This becomes 
particularly ajijiarcnt wdicn it is realised that interest demanded 

^ c/m Paris, August 1931. 

* Obtainable from the Bunk of Franco; published in May, 1932. 

• 587 i to the pound on September 17, 1932. 
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in that country on agricultural loans is exorbitant, and varies 
from 24 to 50 per cent. In such conditions the unpaid interest 
accumulates rapidly, and the farmer is in a short time faced with 
the loss of his land. It was in order to give him a new lease of 
life that the Government decreed the conversion of agricultural 
debts. 

Seeing itself thus obliged to take action in some way, and know- 
ing the impossibility of raising prices otherwise than by having 
recourse to inflation, the Roumanian Parliament took the only 
other alternative, and on April 16, 1932, voted the conversion of 
agricultural debts. The principal stipulations of the law are as 
follows : 

Art. 1 . — 111 order to oiler assistance to holders of rural property 
and land destined for agricultural uses, wherever they may 
bo located, w'hich are burdened with dc])ts, it is declared 
that these debts towards any creditor, bank or govern- 
ment institution may be converted. 

Art. 2.— The debts of farmers owning 10 licctares or less 
are reduced by 50 per cent, and converted, as from the 
date of publication of the present law, into an obligation 
repayable in 30 }’cars and bearing an annual interest of 
4 per cent. 

The above period is compulsory for the creditor and 
optional for the debtor wlio can meet his debt at an earlier 
date either in whole or in ])art. 

Art. 9. — . . . accumulated interest will be reduced in the 
following pro2)ortions : 

10 per ceiU. for d<‘bts rontmrtcMl in lO.’M 

1^0 „ „ „ „ 1930 

30 „ „ „ 102?) 

•10 „ „ „ „ 1928 

TjO ,, ,, ,, ,, 1 927 find previous yoars. 

Art. 36. — No bank or other credit institution with a capital 
not exceeding 10,000,000 lei can bo declared bankrupt 
for the next three years if it is able to prove that at least 
25 per cent, of its assets are composed of converted 
agricultural debts. 

Art. 37. — Popular banks can issue through the Caisse (rAmor- 
tissement or the Central Co-operative Peasant Bank 
mortgage bonds to bearer for the value of 50 per cent, of 
the legal valuation of mortgages resulting from a judiciary 
re-valuation of their assets. 
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At a meeting on August 27, 1932, the Roumanian Cabinet 
decided to demand from Parliament the following additions to 
the above law : 

1. Debtors desirous of profiting by the provisions of the law 

will have to prove that agriculture is their principal 
occupation and that at least GO per cent, of their income 
is derived therefrom. 

2. They will be required to prove tliat the money borrowed 

by them was used for agricultural purposes. 

3. They will be required to prove that they have not previously 

profited by similar agreements. 

4. Debtors who are also members of credit institutions will 

have to prove that they have not made use of their 
Ijosition to obtain credits. 

5. Persons owing more than 2,000,000 lei will not benefit 

by the stipulations of the law; for the above amount 
they will have to show holdings of at least 100 hectares; 
in case of smaller holdings their debts will only be con- 
verted at the rate of 20,000 lei per hectare. 

Thus it is seen that, in an attempt to restore the balance 
between the prices of agricultural products and the fixed charges 
borne by the farmers, the Government arbitrarily wiped out 
50 per cent, of the debt of the latter and converted the remaining 
half into an obligation maturing in 30 years and bearing interest 
at the rate of 4 per cent, per annum instead of the high rates 
previously charged. 

Considered from the purely theoretical point of view, the solu- 
tion does not at first seem unfair. The farmers are now protected 
from usury, they are supx)o.sed to be cai)able of making such 
payments as fall due, and the creditors ai*e aide to })urchase Avith 
the money received as many commodities as they ex^iccted to 
purchase when granting the loan. An entirely ethical solution, 
indeed, which other countries would do well to adopt. In j^ractice, 
hoAvever, things do not seem to work out quite so satisfactorily. 

The main reason for the failure of the Roumanian scheme 
to work out with reasonable success may be found in the fact 
that it is by its nature merely an empirical and entirely arbitrary 
solution of one particular aspect of the complex economic situation 
which the world has to face to-day. The very figure of 50 per 
cent, is arbitrary. In converting its agricultural debts, Rou- 
mania is not simjdy taking a step that is necessary for the pre- 
servation of the major j)art of its population from ruin under the 
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burden of charges, but it is actually tackling the whole problem 
of the fall in world prices, the control of which is entirely beyond 
its power. The fall in prices involves the problem of over- 
production throughout the world, and also various other aspects 
of valuation of goods in gold prices. There is a multitude of 
aspects of the problem of values which cannot even be indicated 
in such a sliort study, but which it is impossible to influence 
decisively by the action of one single country of the size and 
importance of Roumania — and probably they are beyond the 
control of any single country. Yet it is this complex situation 
that the Roumanians have sought to amend by legislation which 
is to alleviate the burden of one class of the population — that is 
to say, wipe out one of the results of the existing situation — 
without in any way endeavouring to tackle its causes or to prevent 
its recurrence. 

That the measure in question lacks solid economic foundation 
and any constructive possibility was shown in practice by the 
immediate effect it had on tlio credit system. The first result 
of «an arbitrary, though perhaps unavoidable, favouring of one 
class of debtors by legislation was the obvious demand of practically 
every other debtor in the country that the principle of conversion 
be applied to his own debts. The Anti-Usury League and the 
Syndicate of Owners of Mortgaged Property immediately started 
an agitation in favour of similar steps being taken with regard 
to urban debtors, and not only in connection with the owners 
of mortgaged property, but in respect of all debtors in general. 
This fact alone would bo (piito sufficient to evidence the un- 
soundness of the agricultural debt legislation, as it gives a very 
sound logical and legal foundation for such impossible demands. 

Worse even, the conversion of agricultural debts is an attack 
on the very notion of contractual obligation, and therefore on 
credit. Who, indeed, wdll w^ant to continue lending money if it 
is in the power of the Government to release a debtor from his 
obligations, at any time and to any extent it sees lit without 
in any w^ay offering an equivalent compensation to the creditor ? 
The only possible result of such legislation was a grave undermining 
of w^hatever confidence still remained in spite of depression. 
And by taking away confidence, the legislation dried up the 
source from which agriculture has to draw credit. Hero the law 
entirely omits to make any provisions for future facilities, by 
the creation of a special institution for agricultural credit or some 
other similar measure, and remains a half-hearted action, devoid 
of any constructive element : it only protects the peasants from 
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expropriation to-day by the creditors, but it does nothing to 
provide for the needs of to-morrow. 

In a memorandum addressed to the Minister of Finance, the 
Association of Roumanian Ranks pointed out that in these con- 
ditions it is virtually impossible to conduct any credit operations 
or to operate banking institutions, as an important part of their 
assets is thereby destroyed and they are deprived of the possibility 
of making individ\ial agreements with the debtors so as to collect 
the maximum possible amount from each ; now even those debtors 
w^ho w^ould have been capable of irieeting the greater i)art of their 
obligations are not bound to do so. These, in turn, if they have 
deposited their savings in the country banks, will have to face 
their loss, consecpient on the failure of the credit institutions 
wdiich will ])CC()ine inevitable with the imi)ossibility of recuperating 
assets. 'Jlius the law sacrifices not only the interests of the credit 
organisations, but also of those farmers who had managed to keep 
fairly prosperous and had placed tlieir money witli the banks, 
syndicates or co-operative societies — that is to say, the interests 
of the class which was far more useful economically than the 
hoarder or the spendthrift, both of whom are protected. 

Tlie law', of course, contains also a serious menace for the 
finances of the country and the stability of the lei — the very 
menace Roumania sought to avoid by not raising prices with the 
help of an increase of circulation, which w ould have led to inflation. 
Apart from the fact thiit no gov'erjunent could permit the destruc- 
tion of the major part of the capital resources of tlic country and 
the wrecking of the banking system, it lias dciinito obligations 
resulting from guarantees given to the Agricultural Mortgage 
Credit. Most of the country banks, moreover, rciliscountcd 
their credits with the National Rank, so that the wliolc banking 
system, including the central bank, is involved.^ The State, 
in fact, has recognised the impossibility of liaving one party 
support the entire burden of the settlement, and has definitely 
undertaken to compensate a portion of the losses.**^ Rut it is 
now already clear that it w ill not be able to do so, with the budget 
in its present state, witliout having recourse to inflation and 
further disorganisation both of its rmanccs and of the economic 
life of the country.® That this legislation is a meiiaeo to the 
currency w'as also stressed in an ollicial protest to the Roumanian 

^ Hist Report, Paragraph 24. — Obtainable from th(5 J3ank of hrancje. 

® Total demands for conversion amount to 27,000 million lei. 

* Tho Rist Report considers tliat Iho credit of Roumania will not at present 
permit the issue of a public loan either at homo or abroad. 
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Government, shortly after the measure was passed by the 
diplomatic representatives of the countries particularly interested 
in Roumania and its welfare. 

And yet, in spite of all the obvious difficulties, the law was 
passed on April 13, 1932, and later amendments did not alter its 
basic stipulations. Something had to be done to prevent the 
ruin of the greater part of Roumania’s overwhelmingly rural 
population. There was also the political consideration of securing 
votes — a matter of some importance to all politicians ; hence the 
popularity with them of a measure which undoubtedly satisfied 
the greatest number of voters. 

But notwithstanding all this, it is impossible to dismiss the 
Roumanian attempt at a solution of one of the primary problems 
of depression as utterly unsuitable. Whatever its practical 
results may be, and even whether it will or w ill not ever be really 
thoroughly applied, is of immediate interest only to Roumanians 
and those dealing with that country. But the principle involved 
is of universal interest. 

We may quite possibly see this principle of conversion of 
existing charges reappear in other countries, though it is to be 
hoped that it will be applied in a more reasonable form. Since 
1925 there has been a continuous decrease of prices, and during 
the last two years it has taken the form of violent deflation. There 
has been no corres{)onding deflation of fixed charges. The balance 
has been destroyed, to the detriment of agricultural producers, in 
some w'ay or other it will have to be re-established if they arc not 
to be driven to defaulting, a process equally unsatisfactory to 
them and to their creditors. And if the world does not succeed 
in increasing prices and in maintaining them at a reasonable 
level, it will inevitably have to apply in some form the Roumanian 
principle of deflating fixed charges so as to safeguard to the greatest 
possible extent the legitimate interests both of the debtors and 
the creditors. Only then will the conditions be created for the 
existence of an equilibrium necessary for a general recovery. 

W. A. SOLLOHUJB 



REVIEWS 


An Economic History of Modern Britain : Free 'rrade and Steel, 
1850—1886. Ry J. H. Clapiiam. (Cambridge University 
Press. 1932. Pp. xiii + 554. 25.s\ net.) 

The first volume of Professor Olapliam’s mighty work has 
already reached its second edition, and will probably exert upon 
the rising generation of economic historians as enduring an 
influence as Marshall’s Principles exerted upon the last generation 
of economists. The second volume preserves all the distinctive 
qualities of its predecessor, and may be even more useful to many 
students, because it covers a period which has hitherto been 
somewhat neglected by the general economic historian. Professor 
Clapham still pursues his austere ]jurpose ‘‘ to make the story 
more nearly quantitative ” ; lest the story should entirely vanish 
beneath the load of statistical bricks, he continues to quote 
“ scattered individual facts from all up and down the country, 
and all over the economic field.” Once more lie adojits a topical 
rather than a chronological arrangement of his material ; and he 
still tends to shy away from some social questions which other 
historians have foiind it ncccssaiy to discuss in their surveys of 
Victorian economic development. 

Professor Clapham’s opening chajder (*' Jlritain and the 
Nations, 1848-1853 ”) reads like a record of Rritain’s industrial, 
commercial and financial sujiremacy over her European and 
American competitors; but the ‘‘Industrial Revolution” was 
not yet fully triumphant . The United K i ngdom w as still ‘ ‘ reason- 
ably self-sufficient ” in food supplies, and “ agriculture was still 
by very far the greatest of her industries.” lluring the third 
quarter of the century the swing from grain-grow ing to jiasture 
farming was already beginning, “ long before the great fall in 
grain prices.” Rents were rising more ra})idly in jiastoral than in 
arable districts, and some consolidation of estates was taking 
place ; but the statistical inquiries of the ’eigldk s show' that the 
process of consolidation ” had been going on far more slowly . . . 
than almost any of the general references w ould suggest.” Analysis 
of the “ principal occupation groups in Britain in ISul in order of 
size ” (p. 24) shows that the factory system was not yet the 
predominant form of industrial organisation ; and a rough table 
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of “ employers (making returns) and employed in certain trades in 
England and Wales, 1851 ” (p. 35) proves that the number of 
wage-earners employed by the typical firm was still surprisingly 
low, except in the cotton manufacture. Even in the cotton in- 
dustry the company system did not take firm root until the 
’seventies ; and even then the “ Oldham Limiteds ’’ were porten- 
tous rather than representative. Except at Oldham, only “ a 
relatively small number of dominant j^iRs in dominant industrial 
groups ” had adopted the principle of limited liability. Middle- 
men-employers, small masters, and “ customer-workers ” still 
survived in a wide range of industries ; some of the new develop- 
ments [e,g, sewing-machines, and domestic plumbing) actually 
tended to give fresh life to customer-work and household industry. 

The technical suj)remacy of Great Britain did not extend over 
the whole field of manufacturing industry. America was taking 
the lead in the invention and introduction of machinery for wool- 
spinning, pin-making and screw-cutting, sewing and reaping. 
Superior taste, fashion and craftsmanship) were bringing many 
French and Swiss articles into England, even before Peel's tarijf 
reductions. So early as 1840 the states of the German Commercial 
Union had been reported to be ahead of Britain in the arts of 
design, metal-working (?), and ‘‘chemical knowledge in its 
various branches.’’ In the third quarter of the century British 
manufacturers were already showing a regrettable conservatism 
in some directions; many newv inventions (such as cotton ring- 
spinning, and the utilisation of waste gases in iron-smelting) were 
disregarded in England long after they had l)e(‘n ]>rofitably 
adop)ted in America and on the (.'ontinent. 1'hc growth of waste- 
product industries {e.g. shoddy, spmn-silk, and coke by-juoduets) 
w’as one of the most interesting results of the a])j>lieation of exjjeri- 
mental science to industrial problems. In some of these industries 
Britain w^as enterprising and successful ; but she could never hopie 
to establish in them, or in such new" commodities as iizbber and 
cement, the supremacy w'hicli she liad enjoyed in the older basic 
industries. In the ’eighties, Britain was still the industrial leader 
of the world; but her semi-monopolistic position as “ the world s 
great quasi-rentier ” could no longer be maintained. “ The 
mechanical and industrial movement has become once for all 
international, and there is very little dchelon in the advance.” 

In his treatment of the more human and more social aspects of 
industrialism Professor Clapdiam is apparently less interested, and 
sometimes less interesting. In particular, his account of the dc- 
veloi)ment of trade unionism (in Chapter IV) is somewhat laboun^d, 
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and superficially rather arid. His analysis of the economic 
activities of the state (Chapter X) might be described as unin- 
spired, though he certainly establishes his thesis that “ the state, 
purged and trained fine, better informed and better equipped, 
could supervise the carrying out of its decisions with a certainty 
which would have been nearly unthinkable two generations 
earlier.” In spite of the increased efficiency of state action, 
Professor Clapham’s description of “ Life and Labour in Industrial 
Britain ” (Chapter XI) shows that the sanitary condition of the 
great towns remained dejilorablc throughout the period ; but he is 
not inclined, on that account, to belittle the Victorian achieve- 
ment. “ The cities of J^ritain were among the healthiest in the 
world, and w’crc certainly the healthiest of the Old World. The 
death-rate of New York was worse than that of Manchester; 
those of Paris and I3erlin worse than that of Liverpool.” Foreign 
visitors in the ’eighties were amazed at “ the complete revolution 
... in the lives of a large number of English workmen,” and 
at ” an improvement . . . beyond the boldest hopes of even 
those wffio, a generation ago, devoted all their energies to the work.” 
Professor Clapham reminds us that ev(‘n Karl Marx considered 
England to be “ the only country where the inevitable social 
revolution might be ellccted entirely by peaceful and legal means.” 

The non-industrial chapters of the book are all solidly con- 
structed, and authoritative in their mastery of both economic 
fact and economic theory ; some of them are less interesting than 
others, but in all of them the close-locked analysis of statistical 
evidence is enlivened by notable and illuminating generalisations. 
Perhaps the most vivid chapter is that on “ Money, Prices, 
Banking and Investment ” (Chapter IX). Professor Clapham ’s 
comments on the financial crisis of 1857 (p. 371) might justly be 
given a wider significance in the interpretation of Victorian 
capitalism ; “ the trouble in Britain was due mainly, apart from 
fraud and crude incompetence, to the general reluctance to keep 
even small tanks of capital stagnant.” No less interesting 
reflections on a more recent financial crisis may be induced by 
Professor Clapham’s description (pp. 240-241) of the ordinary 
Englishman’s scare about the balance of trade in the ’seventies, 
when the arithmetical excess of imports over exports was growing 
steadily more “ adverse.” Professor Cla})ham is clearly anxious 
to preserve his academic impartiality in discussing the relationship 
between commercial policy and the balance of international trade ; 
but it is possible to detect some gusto in his quotation of John 
Stuart Mill’s opinions on free trade (“ The importation of foreign 
No. 168. — VOL. xLii. 
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commodities, in the common course of trade, neyer takes place 
except when it is, economically speaking, a national good. ... It 
is ridiculous to found a general system of policy on so improbable 
a danger as that of being at war with all the nations of the world 
at once ”) or of Sombart’s dictum on the mood of nationalism at 
war, convinced ‘‘ dass alle intemationalen Wirtschaftsbezie- 
hungen ein notwendiges Ubel sind, das wir so klein wie mOglich 
machen sollen.” 

Such defects of detail as may be noted in Professor Clapham's 
work are mostly minor and casual, errors of omission, or points on 
which ambiguity may arise from the inadequacy of the reader’s 
mental equipment. Misprints are fairly numerous, but they do 
not ordinarily cause obscurity. “ Dunkinfield ” (p. 101, 1. 2) 
seems to hide the more familiar “ Dukinfield ” ; and “ Viet. c. 30 
and 31, Viet. c. 131 ” (p. 137) is not a very clear description of 
the Companies Act of 1867. The general reader might assume 
from Professor Clapham’s account of the Cotton Supply Associa- 
tion (p. 221) that the British cotton -growing movement began 
with the formation of the Association in 1857. In Jictual fact, 
the Manchester Chamber of Commerce had been encouraging 
the development of non-American sources of raw cotton since the 
earlier ’twenties; and even before that time the Lancashire 
manufacturing towns had been clamouring for Empire-grown 
cotton, to supplement the American supplies. A more puzzling 
case of ambiguity occurs in the reference (p. 337) to the beginning 
of a steady drain of gold to India. “ It was a new thing, dating 
from about 1870. Formerly the East had been content to take 
and sterilise silver in jewellery and hoards. Now she w^as sterilising 
gold also.” Doubtless there is a sense in which this was true ; 
but the statement as it stands needs modification or explanation. 
In the later ’forties and earlier ’fifties India’s average annual net 
imports of gold were about £1,124,000; her average annual net 
imports of silver were only about £1,890,000, although her coinage 
was silver.^ It may, perhaps, be replied that these years were 
abnormal, on account of the increased production of gold in 
California and Australia. On the other hand, Tooke and New- 
march (to whose authority Professor Clapham pays a well-merited 
tribute on p. 366) describe the years 1846-7 to 1853-4 as “ an 
ordinary period under present circumstances ” ; and Layton, 
after describing the gold movements of that period, adds that 
after 1856 “ the flood of gold was diverted from Europe and 

* See Tooke and Nowmarch, History of Prices, Vol. VI, App. XXIII, ('sp. pp- 
21 - 23 , 732 . 
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America to India and the East — ^thc traditional sink and reservoir 
of the precious metals.” ^ 

That “ British economic superiority was near its nineteenth- 
century culminating point in or about the decade 1870-80 ” (p. 
IIB) is a main theme running through the whole of Professor 
Clapham’s second volume ; during that decade (he implies) there 
occurred ‘‘ three culminating points in modern economic history — 
those of the age of steam ; of the age of non- joint-stock industrial 
organisation ; and of the age of undisputed l^ritish international 
supremacy in the old commerce and the new industry.” But a 
new era was knocking at the doors; by tlic middle ’eighties 
everything was ready (p. 108) for “ electrical industries and an 
electric age.” May it be assumed that this last phrase forecasts 
a main theme of Professor Clapham’s next volume, and that the 
preparation of the volume is already wel I advanced ? His trilogy, 
as originally planned, was to bring the story down to 1914, with 
‘‘ at least an epilogue ” dealing with the decade 1914-24. If such 
an epilogue had been available to students and statesmen in 1925, 
the recent history of this country might conceivably have been less 
calamitous. 

Arthur Redfokj) 

The World's Economic Crisis and the Way of Escape^ By Sir 
Arthur Salter, K.O.B., Sir Josiak Stamp, K.B.E., 
J. Maynard Keynes, M.A., Sir Basil Blackett, K.C'.B., 
Henry Clay, M.A., H.Sc., Sir W. H. Beveuidoe, K.C.B. 
Halley Stewart Lecture, 1931. (George Allen and Unwin, 
Ltd. is, 6d.) 

For the year 1931 the Halley Stewart Trustees decided to 
arrange six independent lectures to be given on the world economic 
Ci’isis. It may well be questioned whether this was the wisest 
course to adopt. Probably any one of the lecturers selected 
could have made a more permanent contribution to thought on 
the subject if he had been in a position to deliver the whole 
series himself. On the other hand, such a series would have lost 
the ancillary interest which this possesses. Indeed this collection 
of lectures — it is rather a miscellany than a series — is more than 
interesting, it is exciting. The lecturers appear to have w^orked 
quite independently. Sir Arthur Salter in the opening lecture 
states that they had arranged a rough division of subject; but 
Mr. Henry Clay docs not, in fact, deal with the question promised 
for him. To Sir William Beveridge fell the task of summarising 

‘ W. T. Layton, Introduction to the Study of Prices , pp. 46-47. 

rr2 
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what had been said and ** finding harmony between onr views 
where it exists.” After the first two lectures the sympathetic 
reader begins to feel nervous ; by the time the fifth was finished 
I found my own attention on first reading almost wholly diverted 
from the crisis to the problem : — ^how is Sir William going to get 
out of it ? He gets out of it in fact with consummate skill and 
grace in ofie of the most brilliant lectures I remember reading. 

The value of such a collection of lectures must necessarily be 
not in their scientific analysis, but in the illustration they afford 
of the type of fact that appears important to six persons witli 
widely different experience and outlook and, in this case, of the 
means by which they envisage that a ‘‘ way of escape ” may be 
devised. The names of the authors are alone sufficient guarantee 
of the interest and importance of the book. 

Mr. Clay is the only one to endeavour to give anything of the 
nature of an analytical thesis concerning the causes of the depres- 
sion. The non-specialist would bo well advised to begin with 
his lecture, which is a model of well-balanced and coherent 
reasoning. In addition, Sir William Beveridge, who has many 
other duties to perform, makes some extremely pertinent remarks 
concerning causes, and KSir Arthur Salter, who deals with tli(^ 
international aspects of tlie problem, explains with characteristic 
clarity certain of the factors that have contributed to our troubles. 
But Sir iVrthur Salter does not attempt any general thesis. Ho 
expounds the character and working of each of the causes ho 
mentions separately. Each of those ho mentions has been 
important; many are still potent poisons and will remain potent 
in the future; but how exactly they were mixed in *20 or ’30 wo 
do not know ; and indeed when wo have added to them all that 
Sir William Beveridge and iMr. Clay offer we should still bo unable 
to explain why the depression started when it did or why it has 
taken the form it has taken. This is perhaps inevitable, because 
nobody knows; but it is more than a little worrying, for, as 
Sir William Beveridge very rightly says, “ in the special cir- 
cumstances of the post-war world, any deflationary fall of prices 
would be more disturbing tlian a fall in times before the war, when 
the economic system was more fluctuating, when there were fewer 
rigidities of de})ts, wages, debenture interest, and the like.” 
It is the danger that these rigidities will go on increasing before 
we understand enough about the causes of crises to prevent them 
that makes the study of causes — not this of depression but of the 
recurrence of periods of depression — ^so vital for the future. 

But the reader will quite rightly attach most importance in 
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considering this book to the views expressed concerning the way 
of escape. There seems to be general agreement among the 
lecturers that the first step is to reduce reparations and war debts. 
These lectures, it should be remembered, were delivered before 
the last reparations conference at Lausanne. After this Sir 
Arthur Salter urges that gold prices should be brought back to 
the level at which they stood in 1929 and then maintained approxi- 
mately stable, that tariff and commercial policies should be 
reformed, foreign lending revived, and the collective system of the 
Covenant of the League strengthened. From this programme as 
a list of objectives there is little dissent. The other lecturers are 
rather concerned with \vay8 and means of attaining them, and 
with the risk of an even more serious breakdown than we have yet 
experienced before they are attained. The one remarkable dis- 
sentient note was struck by Sir Josiah Stam}), who wishes “ to see 
some definite discouragement, some definite artificial check, to 
our vast volume of imports.” The idea has got abroad — and I 
shared it the last time I tried to land in this country — that there 
has been a good deal of discouragement lately. But however 
this may be, vhat is really important is the fact that nearly all 
other countries are sharing Sir Josiah Stamp’s concern about 
their “ vast volume of imports.” In consequence the equal and 
miserably meagre volume of exports is rapidly disappearing. 
But Sir Josiali Stamp puts forward this proposal as a short-term 
remedy to be enforced for eighteen months or two years or, what 
apparently is tlie same, until we get back to the price level of 
1928-29. However essential a rise in prices may be, economists 
miglit with advantage speculate on the terrors of the next de- 
pression if prices rose from to-day’s level to that of 1928-29 in 
eighteen montlis or two years. It is refreshing after this imaginary 
hustled history to find Jlr. Keynes stating brutally that ‘‘ there 
is now no possibilit}^ of rcacliing a normal level of production in 
the near future.” His concern is to find a means of averting a 
far-reaching financial crisis. After tracing the course of events 
by which recovery might come through the natural play of 
economic forces, ho concludes that in the absence of such recovery 
there will bo no way of escape except by direct state intervention 
to promote and subsidise investment. His emphasis is thus on 
stimulating demand on discovering some object which is ad- 
mitted even by the dead-heads to be a legitimate excuse for largely 
increasing the expenditure of someone on something ! ” Mr. Clay 
rather surprisingly adopts Mr. Keynes’s pis aller as his turnpike 
to recovery. There is one point, however, which seems to me to 
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be of special importance at the moment to which neither refers. 
Mr. Keynes argues that the balance of payments of the gold- 
absorbing countries must become less active or passive so that the 
gold coming forward from India and the mines will exceed their 
demand and will drift to England and elsewhere. This, together 
with low money rates, may enable and induce us to initiate a 
policy of capital ojqpansion without government stimulus. But 
will low money rates alone suffice? One of the phenomena of 
this depression has been that in many countries the price of capital 
goods has not fallen in proportion to the price of consumption 
goods. May not government attention be more usefully devoted 
to ascertaining and endeavouring to counter the causes of this 
discrepancy than to reviving demand indirectly by investments, 
which, owing to the price of capital goods — and owing to the fact 
that they are undertaken by governments — may well prove 
“ bad ” ? I do not wish to dogmatise on this point, but it is, I 
believe, one to whicli too little attention has been drawn. 

In none of the lectures is government capital expenditure sug- 
gested as more than a temporary stimulus to demand. Thus 
Mr. Clay looks for recovery “ rather to the diffused initiative of 
the more intelligent and enterprising traders, financiers and en- 
gineers engaged in industry in this and other countries,” and 
Sir William Beveridge believes “ with Mr. Keynes, that the tough- 
ness of the system will ])ull us through.” 

It is interesting that in all the discussion concerning the 
stimulation of demand so little should be said about direct 
monetary methods. No less interesting is it to find a director of 
the Bank of England stating that “ stable money ... is v ithin 
our grasp to-day.” To him not the ca^iitalist system but 
individualism is dead and for all our ills his remedy is planning — 
and stable money he puts in the forefront of his planning jjro- 
gramme. In spite of “ to-day's grasp,” I still remain uncertain 
whether Sir Basil Blackett is contemplating some distant future 
or pointing out the immediate way of escape. I hope the former, 
for, first, we do not want money to be stable to-day, we want prices 
to rise, and, secondly, this is a world depression, and before we got 
stable world prices there must be some approximation to a world- 
wide monetary system, and a knowledge of how to work it, if it 
can be worked in the face of cartelised individual prices, rigid 
wages and universal domestic trepidation over the vast volume of 
imports. 

The emphasis of the book taken as a whole, granted (as all 
agree) that this is a world crisis, is somewhat curious. ; Of the six 
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lectures, two appear to be only indirectly concerned with the 
immediate situation. Unless I misunderstand them, Sir Josiah 
Stamp discusses not the depression of ’30 or the crisis of ’31 or ’32, 
but the special difficulties of England before ’29, and Sir Basil 
Blackett visualises not the way out of present difficulties but 
means for avoiding similar disasters in the future. Mr. Keynes 
is actual enough. But will public works in England alone avert 
disaster or restore world prosperity? Will they substantially 
affect world prices and lighten the burden of debt? Will they 
start a world trade revival ? Sir Arthur Salter says briefly that 
commercial policies must be reformed; Sir William Beveridge 
that year by year tariff walls must slowly sink back into the 
ground. But it is not simply a question of tarifls or even of com- 
mercial policy. The root of the evil to-day lies in the endeavour 
of each country to jirotect itself individually against the reper- 
cussions of the crisis. Tariffs are perhaps the least and monetary 
policy — exchange control — ^the greatest part of the evil. Higher 
prices alone cannot restore trade while trade is prohibited; 
nor is confidence likely to be revived so long as imports are univer- 
sally unpatriotic and exports universally prevented. I feel more 
sympathy than does Sir William Beveridge with Sir Basil 
Blackett’s planning projects. But if we must plan in the future, 
let it be to do something. During the last two years every 
government lias planned and all the plans have been carefully 
and most successfully designed to prevent anyone doing anything. 
Let us begin by iinplanning. 

Sir William Beveridge sums up the situation, with perhaps 
not undue pessimism, by saying : “ The most that we can hope 
for this year — really it is too much to hoj)c for this year — is that 
the governments wall do something, not to cure the crisis, but to 
remove some of its aggravations — w'ill deal with reparations and 
war debts, with some of the obstacles to trade, with one or twn 
needless rigidities. We must plan to avoid another crisis later. 
We shall not by conscious effort escape this one.” The removal of 
some of its aggravations must mean, if it is to have any serious 
effect, a widespread reversal not only of commercial but of 
monetary policy, a restoration of at least that measure of liberty 
that we enjoyed in ’29. It should mean a deliberate attempt to 
create confidence by courage and leadership in many coimtries 
courage to do away with special measures of self-defence. If 
such a policy could be accompanied by successful efforts to raise 
prices in one or two key countries — by whatever means or by 
the removal of the impediments to industrial revival and higher 
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prices caused by the disequilibrium between the prices of capital 
and of consumption goods, we might look upon the future with 
greater equanimity. A. Loveday 

The Course and Phases of the World Economic Depression. Pub- 
lished by the Secretariat of the League ,pf Nations, Genova, 
1931. Pp. 339. Gs. Revised Edition. 

This report, admirable and exhaustive, prepared by Professor 
Ohlin of Stockholm University, was first published in September 
1931, and covered the period up to the early part of that year. 
The revised edition, issued the following month, brings the history 
up to the point when the pound was forced off the gold standard. 
“ It falls outside the scope of this report to discuss the roads that 
might lead to recovery from the economic and financial crises,’* 
but in the final words it is pointed out that, while when countries 
arc linked together by gold they must march together, “ once any 
country has abandoned the monetary standard which links it to 
the majority of the community of nations, it can — for a time at 
any rate and subject to ultimate and strict limitations — enter upon 
a credit policy which may do much to mitigate the immediate 
severity of the depression in so far as it is itself concerned and in 
so doing act independently of its neighbours.” After this one 
forward-looking word wo may turn back to the description and 
analysis of the past. 

Before the War the economic structure of the world was 
relatively self-adjusting to change, it was flexible enough to 
secure the requisite response by alterations in wages and prices. 
Signs of stress were, however, even then visible, es])(icially through 
the partial control of prices and wages by cartels and trade? unions, 
control of production in the social interest, and tlic burdeTi of 
armaments. The War brought about a profound disequilibrium — 
immense destruction of capital, the expansion of industries serving 
war purposes and the contraction of others, the growth of new 
industries in many countries, the com])lctc dislocation of inter- 
national finance. The “ replenishment boom ” of 1919-20 
accentuated these disturbances, and the general failure to bring 
about the necessary adjustments produced the collapse of 1920-21 
from which the world only began to recover in 1923. From 1924 
to 1929 there was a general increase in the output of manufactures, 
in world trade, and in incomes, but from the autumn of the latter 
year the cours0 of trade changed and plunged into a deepening 
depression, and this Report seeks to determine what were the 
circumstances in the i)roceeding quinquennium whiohJ ferought 



1932] COURSE AND PHASES OP WORLD ECONOJVIIO DEPRESSION 606 

about the catastrophe. The summing-up may be expressed in 
the opening words of Chapter VI : — “ The essential characteristic 
of the present world economic depression is that a business-cycle 
recession occurred at a moment when structural changes and 
maladjustments had made the economic situation very unstable.’’ 

Even during the period of comparative j)rosperity the more 
effective maintenance of prices and wages by combinations and 
trade unions had made re-adjustment more difficult, especially in 
those industries which did not share in the general progress ; such 
were coal, suffering from the competition of oil and lignite, 
railways, whose economic territory was invaded by motor trans- 
port, shipping with an inheritance of over-supply, and textiles, 
whose output was cut down by fashion changes. These were all 
sores which might cause a disease, but beyond them is the question 
whether there was over-production in specific industries relative 
to demand at a profitable price. Figures of wheat stocks ‘‘ seem 
to indicate a certain tendency towards over-production, especially 
from 1927 or 1928.” The greater use of machinery and fertilisers 
and the invention of new wheats reduced costs and extended the 
wheat-growing area in non-European countries, and the gradual 
return of Russia to export trade further increased potential 
supplies. On the other hand, with growing wealth the more 
important countries were eating less bread. Continental countries 
were protecting their farmers, and Asia was not coming forward 
quickly enough as a consumer. The efforts of the wffieat pools 
in 1927-29 to maintain prices led to more wheat sowing and ended 
in an inevitable collapse of prices. “ The individual farmer is 
unable, by a reduction of his output, to influence the prices at 
which he sells. Hence, contrary to the policy pursued by manu- 
facturers, he naturally tries to meet falling prices by producing 
more rather than by producing less.” His costs are incurred a 
year before he puts his produce on the market, and when 2 )rices 
are continually falling, his chances of profit swiftly disappear. 
In the end w’e have a situation when manufacturing countries can 
obtain their food cheaply, but agricultural countries cannot j^ur- 
cha^ the goods by which manufacturers live. With regard to 
raw materials, the fact that their prices were on the whole 
declining in the years up to 1928 and relatively stable in 1928-29 
before the depression does not prove any tendency towards over- 
production,” for technical progress allowed “ the earning of fair 
profits by the majority of producing units.’ In rubber there 
was clearly over-production, though not in cotton, wool, silk, 
Artificial Isilk, or wood-pulp ; but Russia was rapidly increasing 
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its export of timber and “it was clear that very substantial 
reductions of production in countries other than Russia would be 
necessary, even in the absence of any business depression, if prices 
were to be maintained on a profitable level.’* Coal, copper, lead, 
tin, nitrates, and some other raw materials showed tendencies, 
more or less strong, towards over-production, and in some mono- 
polistic control of prices without limitation of output had led to 
increase of capacity. In manufacturing industry the demand for 
many new commodities “ tended in several indirect ways to 
create maladjustments between demand and productive capacity 
for these and other goods, thus contributing to instability before 
trade had regained its normal balance.” Surplus capacity on an 
unusual scale was found in many industries and was probably 
increased by rationalisation ; this stimulated monopolistic 
tendencies to exploit home markets behind tariff walls and dump 
surplus products abroad. 

Tariff barriers and reparations have disturbed international 
payments and caused a concentration of the flow of gold to France 
and the United States ; unregulated lending (of which Mr. Montagu 
Norman has recently complained) erratically flooded and starved 
certain markets; the maintenance of a high long-term rate of 
interest stimulated short-term borrowing; the appearance of 
New York, and the expected appearance of Paris, as a monetary 
centre, without the experience and technique of London, confused 
the financial market. All these factors and many others made 
“ the international financial position in the years before the de- 
pression much less stable than it was before the war.” Such 
expansion of credit as took place in the United States aftcT the 
influx of gold “ was used at certain periods for purposes of specu- 
lation rather than to increase the demand for commodities,” and, 
though the Report does not expressly say so, one is tempted to 
hold that it was this violent speculation, originating in a crude 
belief in the indefinite expansibility of American industry, that 
produced the final shock which brought down the unstable 
economic structure of the world. 

The relations between consumption, savings, and investment 
have given rise to many theories relating to the causes of the 
present depression, but from the discussion in the Report we can 
only take a few disconnected quotations. After examination of 
the available data it is concluded “ that, in the years before the 
depression, an increasing percentage of the national income was 
being used for real investment. This large investment may have 
been one of the factors which intensified the ensuing depression 
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during which investment has fallen ofiE very rapidly.” Inquiring 
whether the output of industry could be increased by lowering the 
present rigid prices and wages, it is pointed out that this depends 
on the maintenance of the total purchasing power used to buy 
finished consumers’ goods and producers’ equipment, and that a 
reduction in costs while acting as a stimulus to production “ might 
well be offset by a strengthening of the tendency of the purchasing 
power to decline ” through the reduction in working-class con- 
sumption and an increase in manufacturers’ uninvested savings. 

“ During a severe depression the volume of output is small, over- 
head costs are heavy, and average costs per unit of output are 
therefore relatively high. Even substantial cuts in the variable 
cost elements, such as wages and raw material i)rices, would in 
most industries fail to reduce average costs to the level existing 
when business conditions were good. Even if they did, production 
would nevertheless be unprofitable as long as prices of finished 
goods are seriously depressed, as at present.” “ The failure of the 
long-term rate of interest to decline substantially is one factor 
which has tended to reduce the volume of investment and to 
intensify and prolong the present depression” ; in this country 
the recent War Loan (Jonversion has applied a corrective. 

Henry W. Macrosty 

Economic Tracts for the Times. By G. D. H. Cole. (^Macmillan 

& Co. 125 . Crf. net.) 

The Intelligeyit Man's Guide through ]Yorld Chaos. By G. D. H. 

Cole. (Gollancz. os. net.) 

The studies which com])rise the earlier of these volumes are, 
in effect, though not perhaps in design, botli introductory and 
sui)plemeiitary to the remarkable educational and propagandist 
work which follows. Eor the contents of the two books are 
essentially the same, “ The Economic Crisis,” “ A New Econonih^ 
Theory ” and an exposition of the tyi)c of .Socialisation ” which 
Mr. Cole deems ncoessarv for a rightly o])erative “ economic 
system.” 

The first book is supplementary in that it discusses the defects 
in method and in terminology of current academic theory, espe- 
cially the complex of errors surrounding the term ‘‘ profit, with 
a subtlety that would be out of place in a work expressly intended 
for readers untrained in the economic textbooks. 

Believing, as I do, that The Intelligent Man's Guide is the 
most serviceable explanation of the nature and causes of the 
collapse of the “ Capitalist ” system, and the most powerful and 
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in many respects convincing argument for a ‘‘ planned ” or 
“ Socialist ” economy, that has appeared, it will bo convenient 
to quote from the author’s “ Notes ” his own conception of 
what he seeks to achieve. 

“ I begin by trying to describe the world slump and to 
lay bare its more obvious causes. But it soon becomes 
plain that the slump cannot be understood except in relation 
to the state of the world before it set in; and that means 
to the world as it was in the years immediately after the 
war.” . . . “ Ever since 191 8 most countries have been trying 
— and failing — to get back to pre-war conditions.” . . . “We 
shall have to ask, then, what was this pre-war system to 
which the nations have been striving to return, and how it 
grew up and drew country after country within its orbit, in 
the course of the nineteenth century. We shall have to 
describe its growth, and to outline its salient characteristics, 
in order to sec whether its restoration is really something to 
be desired, or practicable even if it is desired.” 

Those final words are the keynote to the reformative purpose 
to which Mr. Cole here devotes himself. For he claims to show 
that the restoration of the pre-Avar system is not desirable and 
not practicable, and that therefore the obligation to build up a 
better and more practical)Ie system is of urgent present import' 
aiice. Now most ardent reformers arc apt to i)ress the arts of 
selection, exaggeration and extenuation, so as to present a case 
favourable to their foregone conclusions. One of the conspicuous 
merits of Mr. Cole, how'cvcr, is the fairness and olqcctivity of 
his analysis. The fullness of the measured facts in his present- 
ment contributes greatly to the value of the book. Some 
economic readers may, indeed, jib at his failure to furnish the 
sources of most of the tables ho supplies. But to do so would 
have loaded the pages with footnotes which would have rendered 
more difficult tho task of “ the intelligent man ” sensible of his 
inability to test and criticise such sources. And in fact nobody 
acquainted with Mr. Colo’s detailed accuracy will question the 
validity of this measured evidence. 

The analysis of the character and causation of tho world 
slump, the account of tho part played by industrial and com- 
mercial factors, the new post-war importance of money and 
finance, are in themselves so intricate as to call for the utmost 
care in presentation and in wording, if they are to be made 
intelligible. Many attempts to perform this task have been 
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made, both by experts and by intellectual middlemen, with only 
moderate success. Mr. Cole lays out the problem with proper 
regard to the novelties of the post-war situation. But he never 
loses sight of the basic fact that we are plunged in one of those 
cyclical depressions familiar to the past century. This depression 
is deeper, wider, more prolonged and aggravated by war and 
post-war troubles. But it is only a worse example of a disease 
to which the narrower capitalism of last century was prone, 
complicated by grave monetary defects and disturbances peculiar 
to this depression. 

The pivot on which modern industry turns is profit. For 
profit is necessary both as an incentive to the entrepreneur to 
operate the business system and as the chief means of the further 
accumulation of capital and increase of productive capacity. 
The inability to make profit is, therefore, the key fact in a 
depression. Plant and labour which were able to work pro- 
ductively and profitably two years ago can no longer do so. 
Why? Because there is no adequate market at a profitable 
price to absorb the goods which they could produce. But why 
have prices fallen below the profitable level ? If all the income 
distributed in the processes of producing goods were spent without 
unnecessary delay in the purchase of these goods (whether final 
goods or capital goods) it would seem to be able to do so, without 
any fall in price level except such as might be attributable to a 
cheapening of costs due to improved technique or other economies 
of production. A slunq) must, therefore, be due either to a 
failure to apply without delay this income as purchasing power or 
else to some distinctively monetary disturbance wliich paralyses 
trade. It is the peculiar virtue of Mr. Cole’s analysis that ho 
accepts and correlates both explanations. Bejcct-ing as insuffi- 
cient the minor disequilibria in application of productive power, 
as between certain groups of industry due to post-w'ar situations, 
he lays his finger firmly ujion that disequilibrium common to all 
cyclical depressions, namely, the attempt to apply a larger pro- 
portion of net income to the purchase of now^ capital goods than 
can be utilised for the production of the smaller proportion of 
consumption goods w hi(di is thus involved. In a w ord, he recog- 
nises an attempt to over-savo as a natural cause of slumps, bo 
long as increased savings arc actually applied through reserves 
or investment to the purchase of capital goods, all goes smoothly 
enough. But as soon as it becomes manifest that such invest- 
ment cannot be profitably made, the trouble begins and con- 
tinues. Had no w'ar taken place, and no post-wOT economic 
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nationalism and debt burdens followed, the depression ripening in 
1914 would have been both deeper and wider spread than in 
previous cases. For the extensions and improvements of power, 
with all the economies of rationalisation, would have accelerated 
the pace of production in the economic world beyond the capacity 
of consumption under the prevailing distribution of income. For 
it is the normal maldistribution of income that impels the 
repeatedly frustrated attempts to operate an excessive quantity 
of new productive capital. 

While Mr. Cole makes quite clear this chronic defect of 
capitalism,” he gives equal attention to the monetary and 
other financial troubles of the situation, recognising that suffi- 
ciency of money and a reasonable stability of prices are essential 
to the working of this or any other economic system. His 
account of the gold standard, banking, and the control of credit 
illustrates better i)erhaps than any other section of this work his 
powers of clear exposition, though at times the sheer intricacy of 
the play of this most abstract of economic forces will put a 
great strain upon the understanding of the ordinary “ intelligent 
man.” This, indeed, is part of the challenge which Mr. Cole 
makes to the wider educated public which ho addresses. Will 
the intelligent worker, who hitherto has regarded finance as 
belonging to a world of mystery entirely outside his ken, i)ut his 
mind to grips with it, and recognise that, if he seriously wants a 
better and a safer social order, ho must at least understand the 
basic factors in that order ? 

Mr. Cole expounds in one of his most interesting, chapters the 
conditions of an adequate supply of credit. But when one reflects 
upon the unenlightened attitude in which more and cheaper 
credit is advocated and applied by financial experts in America 
and elsewhere as a stimulus to “ recovery,” one cannot feel 
confident that the public mind will work successfully in this 
rarified economic atmosphere. Here it must suffice to record 
Mr. Cole’s judgment that 

“ A mere expansion of credit will bo of no avail unless it 
is accompanied by Government measures for the stimulation 
of demand through an extensive system of public works — 
housing, road-making, slum clearance and the reorganisation 
under public control of industries in need of fresh capital 
equipment” (p. 307). 

In other words, monetary remedies will be effective in so far 
as they promote an enlargement of income or spending power 
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more favourable to an expanded demand for consumption goods. 
Jor only thus can fresh savings be valida.ted and capitalism 
again become profitable. But, it may be said, is this what 
Mr. Cole wants ? I think the answer is “ No.” But he is right 
ill attempting to set out the immediate remedies which would 
revive the working of the present system, in order to show that 
such remedies must in themselves make the beginnings of a new 
planned industrial order. The impossibility of ta return to laissez 
faire individualism is now generally accepted. For even if 
industrialism were to remain a clear field for private profitable 
enterprise, the recent vagaries of money make it evident that 
national and international controls of the financial machinery 
are essential to economic security. Not only must the dead 
weight of reparations and war debts, external and internal, be 
relieved by public policy, but any successful endeavour to raise 
the world’s prices to a profitable level must be accompanied by a 
concerted plan for raising wages so as to furnish the rising 
standard of (jonsumption that is the necessary adjunct of revived 
industry. Western capitalism might have a new lease of life if 
the opportunity w ere provided to erpiip China, llussia, India and 
the rest of the undeveloped populations with the machines and 
manufactured goods of capitalist countries. But even if the 
political difficulties of competing economic imperialisms could be 
overcome, such a recovery could only last until the backward 
countries were able to supply themselves. Mr. (.'ole does not 
believe that such a restoration of capitalism is feasible, because 
capitalism could not consent to the international wage policy 
needed to a continual expansion of marlvets. He therefore looks 
to the supersession of capitalism by national and international 
economic planning. The old crude idea of State Socialism is 
now nowhere entertained, but there must be adequate unified 
public control over all the key economic processes, money, invest- 
ment, pow’er, land, transport, external trade, as well as security 
for the employment and pay of labour. The workers must have 
their part in this control (though the technique of industry, 
commerce and finance must be left to experts), so that a sense of 
responsibility for social service may become a conscious incen- 
tive. It is, I think, just here that many readers wall boggle in 
their acceptance of Mr. (.'ole’s contention. His fair and interest- 
ing account of the Russian adventure will not go far tow'ards 
persuading these bogglers that changed economic environment 
can so strongly and so quickly modify economic motives in this 
and other Western countries as to secure from the mass of 
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necessarily routine workers a full efficiency of labour without a 
regular conscious appeal to material self-interest. Mr. Cole, 
indeed, admits that some such compromise between social and 
personal tnotives will bo necessary during a transition period. 
But he relies upon the proofs given of the iinworkability of the 
existing economic system for the establishment of the new order. 
Many readers will agree that he makes out a powerful case for 
getting organised mankind to plan a reasonable economy by an 
extension of what is termed ‘‘ rationalisation ” in particular 
industries. Their chief doubt will bo whether man is sufficiently 
rational and social to perform the fuller task successfully. But 
if the alternative is to cling to a visibly disintegrating system, 
they had better take their courage in both hands and try. 

J. A. Hobson 


The Economic Lessons of 1929-31 : the first eleven bulletins of the 
Unclaimed Wealth Utilisation Committee of Geneva, under 
the chairmanship of A. H. Abbati. Introduction by Prof. 
T. E. Gregory. (London : P. S. King & Son. Pp. vii + 94. 
45. Od.) 

]Mr. Abbati is a skilful writer, with a trenchant and impish 
pen : ho runs an organisation with the sensational title set out 
above : he advocates deliberate budgetary deficits, financed by 
central bank credits, in all creditor countries, with a view to 
restoring wholesale prices to the 1926-9 level; and ho is capable 
of writing that “ had there been two men in the w orld.of state-craft 
equivalent to an Edison, a Ford or a Selfridgo, they could have 
ended the dej^ression any time this year [1931] : had there been 
three such statesmen, they could have prevented it altogether.” 
Hero is enough to make many people throw this book into the 
waste-paper basket as just one more of the pieces of cnule in- 
flationary propaganda wdth which the world has been flooded in 
recent years. Yet, as readers of his previous work The Final 
Buyer will know, and as Prof. Gregory warns us in his wise little 
introduction to the present volume, to treat Mr. Abbati in this way 
would be a great mistake. He is an eclectic writer of shrewd and 
independent judgment; and no son of London or Vienna has 
written more trenchantly on the follies of uncontrolled inflation, 
miscellaneous state trading, commodity-boosting schemes and 
instalment buying, or more soberly on the limitations of the power 
of the banking system to control the volume of active money and 
the level of prices. His inflationist sympathisers will find a good 
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deal that is unpalatable, his deflationist opponents a good deal 
that is sympathetic, in his work. 

It is true, however, that Mr. Abbati’s chief concern is to hammer 
into the public mind the disastrous effects of the “ wasted savings ’’ 
which, failing to find embodiment in new concrete capital, result 
in real wealth remaining “ unclaimed ” because in largo measure it 
remains unj3roduccd. I am glad of the opportunity to endorse 
the tribute already paid by Mr. J. M. Keynes in his Treatise on 
Money to the vigour and independence of Mr. Abbati’s pioneer 
Avork in this field (though I think he has run the risk of obscniring 
the essentials of his theory by a tendency to identify hoarding in 
the form of bank deposits with a carriage of actual cash into the 
banks). Further, it is clear that Mr. Abbati considers this danger 
to have been in some sense chronic in the post-war world — at all 
events more persistent than its opposite, the danger of excessive 
buying with its corollary of ‘‘forced abstinence,’’ or whatever wo 
like to call it. AVitli one of Jiis reasons for this judgment there will 
be general sympathy nowadays even in the most “ orthodox ” 
quarters — namely, the reluctance of creditor countries to buy the 
goods and sciwiccs in wlu<!li their debtors try to pay them. But Mr. 
Abbati also seems to ])eliove (1) that a similar reluctance exists in 
creditor individuals as a class, so that the whole process of interest 
] 3 aymcnt has a chronically dellationary tendency; and hence 
(2) that the reluctance of creditor countries to bu}^ is not due mainly 
to tariits or other manifestations of economic nationalism but to 
a maldistribution of wealth, — the rich do not wish to buy and the 
poor cannot. Thus he is at times led very close to that Ilobsonian 
variant of the under-consumption theory which on other occa- 
sions he has criticised. 

I do not feel at all sure that his mind is wrong to bo moving in 
this direction ; l)ut once readiness to spend, rather than capacity 
to earn, is to bo taken as the test of fitness to receive an income, it 
is difficult to sec where, short of World Commimism, Mr. Abbati or 
any of us can logically end up. I do not think Mr. Abbati squarely 
faces the fact that the reason why since 1929 (and indeed before) 
many groujJs of producers lost ])uying-pou er is tliat, on tlie ordinary 
criteria of individualism, they were not fit to receive it, and that 
the plenty amidst an Inch the surA’ival of poverty is such a paradox 
has been partly a sham plenty due to tlio natural determination 
of high cost prodiujcrs not to surrender the positions to which 
they had, through no fault of their own, lost their title. The 
I. L. 0. Report of 1931 was right in reeortlmg “ the difllcultics in 
the way of adjusting movements of population to the possibilities 
Ko. 168. — VOL. XLII. s s 
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of exploiting the resources of the world and the speed of technical 
improvement and rationalisation as causes of depression, and Mr. 
Abbati is wrong in saying that they are not causes but **' the effects 
of forcing under-consumption on millions of people.” But his 
peculiar doctrines, and especially his doctrine that the expenditure 
of money earned is better because more stable than the expenditure 
of money borrowed, are, I think, of real service towards forming a 
judgment both on the historical question of what really happened 
in America in 1922 9 and on certain ])roblems of iiresent and future 
i3olicy. As to the past, he is, I think, in error in taking the 
approximate stability of the American price -level, in those years of 
rapidly increasing productivity, as evidence of the absence of in- 
flation ; but is there not much to ])c said for his thesis that it would 
have been better if the new money had got about in the form of 
increased wages instead of in the form of “ bad ” loans abroad and 
of mortgages on buildings and instalment credit at home ? Has 
he not reached by a different route the same conclusions as the 
neo-Wicksellians, with their over-lengthening of the ])eiiod of 
production through the depression of the rate of interest below 
its natural level ? And as to the future, in these days when so 
much is heard about the necessity for a revival of foreign invest- 
ment by the creditor countries, is there not much force in Mr. 
Abbati’s constant reminders that it is better to cna])le })eople to 
earn an honest living by buying their goods than to bankrupt them 
by tarilTs and other means in order to chivvy them into new 
borrowings wliich they know they cannot afford ? 

Headers who w ish to do justice to Mr. Abbati s position will 
do \vcll to pay most Jieed to the wx‘ighty Bulletin No. 7 — passing 
rather lightly over No. 4, in which he attcm])ts to evaluate the 
“unclaimed wealth” by a weird farrago of methods, and the 
shrew'd but somewhat ephemeral Nos. 9-10 on the position of 
sterling (it is brave of him to reprint his contention that there w as 
nothing wrong with tlie British balance of payments in 1931). 
But throughout this sliort book they will find much to amuse, 
stimulate and provoke them ; and will doubtless desire to receive 
the further bulletins of the enterprising Committee with the pre- 
posterous name. D. H. Robertson 

IVorld Disorder and Reconstruction, By Hubert Blake. (Allen 

and Unwin Ltd. Pp. 186. 6.9.) 

A New Deal, By Stuart Chase. (Macmillan. Pp. 257. 105.) 

Mu. Blake’s book is as clearly written an account of the 
history of the World Crisis, and of the issues of theory and policy 
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which arise in connection with it, as the ordinary student could 
wish to have. The continuous thread of his study is the crisis 
itself, and the manner in which numerous causes were super- 
imposed on and accentuated each other. But his running comment 
is well informed on the side of its theory, and he perceives the 
limits within which various restorative policies are applicable. He 
has thoughtfully applied the findings of the Macmillan Committee, 
especially to the question of responsibility for the course of events. 

“ It the actual conditions (of other than monetary policies) be 
allowed, the only reasonable conclusion to be drawn is that 
monetary management alone was incapable of correcting external 
derangements and preventing the fall in the general price level.’’ 
The “ blessing in disguise ” of the situation now created is that it 
affords “ not only the prospect of improved trade conditions, but a 
recovery of financial hegemony among the nations of the world 
such as would have seemed impossible a year ago.” As measures 
to this end, he desires not only the co-operation of central banks, 
but an International Reconstruction Corporation, whose function 
is outlined. But the responsibility for future repair and stability 
cannot be too heavily placed on finance alone; the industrial 
contribution is also essential, the more so if progress in monetary 
reform must be slow. The right function of industrial control, 
especially in relation to the price policy of associations and com- 
bines in the trade cycle, is jicrhaps less agreed at present than is 
the corresponding banking function. But probably, in one case 
as in the other, the first thing is to agree that there should be 
definite management policy. A great increase in the material 
welfare of all classes is a practicable ])ossibiIity of the present era, 
but is dependent upon success in the sphere of monetary reform 
and further progress in the orderly development of large-scale 
industrial organisation.” 

Mr. Chase’s book is of a more discursive kind, as is shown by 
the titles of such cha])tcrs as those on “ Tailspin,” “ Witch- 
doctors and Surgeons,” and “ Blueprints.” But it is full of vivid 
phrasing, and is a most readable popular ai)peal for a ‘‘ third 
road ” between the threat of either of two Dictatorships. He 
wants primarily to have it understood ‘‘ what the economic 
system is for,” but I am not sure that there is any simple ansAver 
to such a question. Whatever it is for, it will get it in better 
measure if both the illiteracy of the consumer ” can be protected 
against stunts (an interesting account being given of a move- 
ment in consumers’ leadership towards this end), and if his list 
of “ how things are done now ” can be improved by similar 

s s 2 
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missionary work to interest the world of business in survey and 
planning. D. H. Macgregor 

Britain's Trade and Agriculture, By Montague Fordiiajvi. (Allen 
and Unwin, Ltd. Pp. 224. Is, (Sd,) 

No one can doubt the earnestness of this book, or fail to 
appreciate its real concern for the confused conditions of our 
trade and agriculture in recent years. Many of the author’s 
reconstructive ideas arc in line with the current thought of 
economists and publicists. In respect particularly of the need 
for organised marketing, and for agricultural revival, his advance 
beyond the demands of private and semi-public researches indicates 
his special interest in our rural life. But the basis of this book is 
a theory of trade, and it is here that the economist will find him 
difficult to follow. It might indeed be best to say that the 
chapter on “ Trade in Theory and Fact ” should be referred to 
free traders as a fruitful source for quotation of what tlun' never 
could think, and to the ordinary run of protectionists as a strong 
ration of their doctrine. In these columns, such tendentious 
argument is best reviewed by quotation, and not by counter- 
tendentiousness. 

The history of the free trade movoment is described as one in 
which successive parts were jdayed by the religiosity of Cobden 
and Bright, the self-interest of financiers and traders, the “ myth ” 
of the hungry ’forties, inventions of facts, the desire of the Labour 
Party to conciliate the Liberals, Marx’s destructive interest in free 
trade, hysteria and the idolatry of “ the Word.” Trade is not in 
itself good, bad, or indifierent; it has to be classified, and the 
root of the author’s argument is in his classification of trade as 
constructive (or complementary) and destructive; with a cross- 
classification which includes barter tiado, tribute trade, and 
finance trade. Complementary trade is the best trade, but in 
the other kinds there is liable to bo a multitude of losses. I find 
it difficult to conclude how far the author wx)uld carry his limita- 
tions. The export of coal for wheat is twice uneconomic, because 
we arc sending out capital and importing what w'c can produce. 
The export of machinery merely equips other nations to compete 
with us. Ho to a gre^at extent do foreign loans, by creating the 
tribute trade. They also “ may well be disastrous to the peoples 
of the exporting countries, who have to woik hard (is not this a 
slip?) to ])roduce goods, not for their own consumption, but to 
go abroad.” fi’hus “ while the Danes themselves sulfcr, the result 
of Danish importation into Britain is also disastrous to this 



1932] THEORETISCH-TTISTORISCHB INLEIDING TOT ECONOMIE 617 


country.” Could it be elaborated what the Danes, dependent as 
they are on agriculture, ought to do ? Since we can export hardly 
anything that other countries cannot make or grow, and equipment 
exports turn against us in the end, what is the settlement that is 
fair to ourselves and them ? 

Obviously it is a degree of nationalism which goes beyond most 
of the current protectionism. So long as men and women arc 
free traders, optimists, pessimists or internationalists their minds 
are paralysed, and they cannot see the truth.” The problem of 
civilisation can be dealt with only w^ithin limits over which control 
can be exercised. Within these limits, Mr. Fordham has many 
interesting jnoposals for reconstruction, but the spice of this book 
is in its impolite attitude to free trade and in a plentiful anecdotage 
in which the author for once is quite an internationalist. 

D. II. Macoregor 

TheoretificJi-Jmtorische Inhidimj tot de Economic. By II. W. C. 

Bordewijk. (Wolters: Groningen. 1031. Pp. 652. FL 13.90.) 

“ The present generation lives too much in the xnesent day.” 
So says Professor llordcwijk in the coiududing x^aragrai)h of this 
very notable work, in which, believing that he who is furnished 
with a knou ledge of the history of a science is better equipped to 
grapple with the ])robleins of the hour, he provides an admirable 
account of the contentions and the wrestling of spirit of past 
generations. In the not too extensive literature dealing wnth 
the history of economic doctrine, I’rofcssor Bordewijk's am])le 
volume is entitled to a high place, in virtue of qualities which 
distinguish it agreeably from other books on the same subject.. 

How a history of economic doctrine should bo wTitten is a 
question which might furnish occasion for endless debate. In, 
a sense, of course, it depends on the space wdiich the author 
allows himself. JOvi'ii in writing a book on economics, economic 
principles must be observed ; and where images arc fow^ in number, 
most urgent needs must l)e satisfied first. Then, apart iroiii the 
great question of exclusion or inclusion, there is the problem of 
the relation of the Iiistorv of economic doctrine to economic 
history. Tlie historian of doctrine ma}' not shut his eyes to the 
circumstances wdiieh beget a point of view ; yet, if lie is to get on 
with his job, he must resist the temptation so to explain his 
witnesses that he finds at the end that he has written a book on 
economic history. 

Professor Bordewijk has allow'cd himself reasonably ample 
measure, so that in the main ho is able to proceed leisurely wdiero 
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he is interested. It would bo easy to criticise his omissions and 
inclusions ; but such criticism is always futile. The outstanding 
feature of his treatment is that, to an extent not equalled else- 
where, he allows his witnesses to speak for themselves. It is a 
peculiar merit of this book that the writers whom Professor 
Bordewijk discusses are not merely reported upon : in all matters 
of importance their own words, whether English, French or Ger- 
man, are reproduced. History (and biography) at times intrude, 
but never to such an extent as to make the reader forget that it 
is with theory that the writer is concerned. 

This “ Introduction ” might perhaps be cited as an example of 
a present-day tendency to the unduly lengthy chapter, but here 
it does not have all the unliapj^y consequences which sometimes 
follow in the hands of less skilful writers. Though there are well 
over 600 pages of reading matter, the whole is condensed into 
five chapters. Of these the first is indeed, if not exactly an 
irrelevanc}^ at least something in the nature of a separate book. 
For in the first chapter Professor Bordewijk discusses Grond- 
begrippeii (Fundamental Ideas). This is to a very largo extent 
what we should call ‘‘ Scope and ]\Icthod,’' and deals with such 
questions as the relation of economics to practice and of economics 
to ethics. Professor Bordewijk traces the confusion that arises if 
the economist is expected to have a solution for all ])roblems; 
likewise, with regard e,g. to wages, ho observes the intrusion of 
ethical ideas into economic theory. On all this, as on the nature 
of economic law, the deductive and inductive method and miuili 
more, Professor Bordewijk is excellent; but except that it is 
written by one who can enforce his points l)y citing the views of 
the masters (and others), it is scarcely a part of the history of 
doctrine ; and, if only for the comfort of the reader, striving to 
hold aloft this immensely heavy book, it might with advantage 
have been published separately. 

The four chapters dealing with the history of doctrine are 
devoted to the ilercantilists, the Physiocrats, Adam Smith and 
his school, and to the Hi.storical and Austrian schools. The 
chcapter on the Mercantilists deals with such familiar names as 
Montchretien and Mun and (less familiar to us here) Pieter de la 
Court. The theoretical discussion is supplemented by a disserta- 
tion on Mercantilist practice, where wo come across Iticholieu and 
Cromwell, and by a consideration of elements which in these days 
might be regarded as constituting a mercantilist revival. Professor 
Bordewijk is perhaps less sympathetic to the mercantilists than 
has of late been customary. His own views are of the strictest 
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orthodoxy in the matter of Free Trade, and he cannot disguise 
from himself the cynicism and the selfisliness of the mercantilists. 

The chapter on the Physiocrats is chiefly remarkable for the 
high place assigned to Boisguillehert in the liistory of economic 
doctrine. He is in a sense one of Professor Bordewijk’s heroes. 
The other hero, it is refreshing to observe, is Adam Smith, who 
alone occupies more than a sixth i)art of this book. Not that 
Professor Bordewijk is uncritical; indeed, he disentangles 
admirably, as M. Gonnard also has done, the physiocratic remnants 
in Adam Smith and the confusions to which these traces of 
physiocracy gave rise. He has also the courage to indicate that 
Adam Smith was scarcely fair to tlie entrepreneur. But his 
appreciation of Smith is tinged with something ap])roaching 
personal affection. .He properly notes the a1)sence of fanaticism 
in Smith; but, more surprisingly, ho remarks that in studying 
Smith, “ despite all criticism, one constantly falls under the charm 
of this extraordinary man ” (p. 379). This is a just remark, ])ut 
it might have been thouglit that the subtleties on wliich the charm 
of Smith depends might have appealed only to his own country- 
men — regarding Englishmen, for this purpose, as the countrymen 
of Adam Smitli. Tlic school of Smith as discussed here includes 
Say, Ricardo, Malthus, J. S. Mill and von Thiincn. In Mill most 
attention is devoted to his theory with regard to the sphere of 
government activity. 

The last chapter, on the Historical and Austrian schools, is 
perhaps of less interest to the English-speaking reader. The 
chapter is, in fact, almost entirely devoted to the historical 
school (of wliieh Ijist is looked upon as the founder), and tends in 
its later stages to deal with (picstions wdiich we do not iiow^ find 
greatly exciting. But ]hofes.sor Bordewijk discusses admirably 
the limitations of the historical method. “ Feiten vragen ver- 
klaring. Zie geven haar niet ” (Facts demand an explanation; 
they do not furnish it) 591). This expresses with epigrammatic 
neatness the ease for theory. In the very iew^ pages devoted to 
the Austrian school Professor Bordew ijk unearths an early Dutch 
anticipator of the marginal theory in Mr. S. van Hoiitcn, who 
discussed value in a thesis for a doctorate at (h’oningcn in 1859. 
But Professor Bordewijk tloes not here get beyond the fore- 
runners, and ends abruptly, excusing himself on the plea that 
there are other excellent books available on the Austrian school. 
It is a line of reasoning wdiich, if admitted, w ould play havoc wdth 
the book trade, and in this case is disap])ointing to the reader. In 
fact, one gets the impression that Professor Bordewijk suddenly 
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felt that he had written enough. Which, of course, is always an 
excellent reason for stopping. Alexander Gray 

Marischal College, 

Aberdeen. 


Principles of Public Utilities. By Eliot Jones and Truman 

C. Bigham. (New York : The Macmillan Company. 1931. 

Pp. xiv + 799. 215.) 

It is clear that most discussions of public utilities arc aimed 
at an economic entity of some sort. That is to say, a public 
utility is for most writers something with economic peculiarities, 
appropriately to be argued about according to economic principles. 
But such discussions very seldom manage to keep this economic 
entity consistently in view. The reason for this is that primarily 
a public utility is not an economic entity at all, but a legal. It 
is primarily whateveu* is de fined as such by statute law. But this 
legal concept is explicitly or implicitly depenclent upon the exist- 
ence of a political oonce])t. Politically a public utility is w hatever 
political scientists regard as a ])roper subjecjt for the soit of legal 
treatment meted out to j)ublic utiliti('s in tlie h'gal sense. But 
behind tliis, again, is an economic conce])t — the view that certain 
things have this political sigiiificancc} ])ccauso their economi(; 
characteristics are peculiar. Thus w^riters on ])ul)lic utilitic'S have, 
apparently w ithout always knowing it, tlnuc themes in one, which 
unfortunately affords scope for confusion as well as for invention. 

In not making this clc'ar and in fallij)g into many'of the errors 
to wdiich it usually gives rise, Professors Jones and Bigham cannot 
be said to have improved upon ])revious waiters, for wlioni they 
seem to have no very great res[)ect. Their first cha])ter, an 
excellent historical survey, is aimed fairly and scpiai'idy at ])ublic 
utilities in the economic sense — or rather at the particular fi\'<‘ 
utilities (w'ater, gas, electricity, tramw^iys, and telephones) to 
which, following a sensible customary division of labour, th(' 
argument of the book is restricted. This survey is likely to become 
the locus clffssicus for brief Vjut adecpiate information on American 
public utility history, as that in “ Further Factors in Industrial 
Efficiency ” has become for England. 

Chapter II is more controversial. Here the authors attempt 
to deal with those characteristics which “ arc not in every case 
peculiar to public utilities, but taken in the aggregate ... arc 
suflicumtly important to })ut the industry [sic] in a class by itself.’' 
Since the authors do not seem to be quite sure which of the throe 
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concepts they are dealing with here, it is not altogether surprising 
that this chapter is rather confused. I’he first characteristic 
dealt with, the furnishing of indispensable services, will be 
admitted (perhaps with certain verbal reservations) as an 
indisputable economic characteristic of public utilities by all 
critics who know their subject. Not indeed as one that is 
peculiar in kind to public utilities, but nevertheless as one that 
is strikingly peculiar in degree. The authors arc especially to 
be congratulated on having given the l)est description y(?t pub- 
lished of the exact nature of this (h'gree of indispensal)ility. 
Although their discussion might be imi)roved in detail — on page 
06, for instance, there seems a certain confusion between the 
indispensability of watcT and the indispensability of central water- 
suj)ply services — in the main the authors liave given a true account 
of the way in which the urgency of tbe demand for public utility 
products d(' 2 )ends on tlui fact that they are services. It would 
be interesting to see this fact put in its ])ro 2 )er relation to the usual 
doctrine that 2 )ublic utility's arc monopolies — a task which the 
pres(‘nt authors hav(j Jiot attempted. 

Instc'ad of exploring this, Professors Jones and Bigham bow 
to tradition, and declare secondly that public utilities are 
natural monopolies.’^ Noi)ody of course will deny that so far 
as this is a peculiarity of ])ublic utilities it is an economic charac- 
teristic of the highest im])()rtancc. But this is the only sense in 
which the authors are quite justified in assuming that “ there 
is now almost universal agreement u})()n this ])oint,” for it seems 
high time to raise the previous question whetlier tin's is strictly 
a peculiarity of pulilic utilities at all. Kvcaythiiig seems to 
dej)end on what is meant by “ monopoly.” If the word is 
used to mean the presiuieo of only one si'ller in a market — that 
is to say, if the definition means that, quite independently of 
any S2)ecial authoritative intervention, it is an economic impossi- 
bility for a customer to bo olfered by dilTereiit jniblic utility 
undertakings services which are so similar tliat a very small 
difrerence in j)riee will induce him to change from one to the 
other — then it is manifestly unsound. If historical jiroof of its 
unsoundness were needed, it couUl be s\ipplied by such experience 
as that of the Halle tramways or the Glasgow gas companies, 
or even the numerous American examples adduced on })age 08 
of the present work. 

It would be ungrateful in a criticism of this sc'ction to pass 
over the authors’ discussion of telephone costs, even if one wishes 
that they had been a little more j^ositivc in their condemnation 
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of the tradition that telephone services constitute an exception 
to a general rule of increasing returns among public utilities. 
They have done well in calling attention to the fact that mis- 
understandings on this point have been “ due in large part to a 
disagreement as to the proper unit for measuring the services 
rendered,” but their suggestion that a suitable unit would be 
the call-mile-minute docs not seem very happy. This would 
be equivalent to speaking of ton-milc-packets in railway services, 
and contains a redundant dimension. Pages 89-90 further show 
the weakness of this side of the argument. But indeed through- 
out the whole literature of public utilities there is still insufficient 
recognition that all units of measurement are arbitrary, and that 
the arbitrariness is most pronounced when the things to be 
measured are not goods,” but services. 

The characteristics already dealt with do at least belong to 
the sphere of economics. This is not true of the third, fifth, sixth, 
and seventh, in enumerating which the authors seem to be 
repeating an old fallacy which it can hardly be necessary to deal 
with at length. “ Thorough-going regulation,” “ steadiness of 
earnings,” and peculiar problems of ownershiji and employment 
are characteristics which take the political concept of public 
utilities for granted in attempting to explain the economic concept 
on which it is based. The confusion of the three concepts runs 
right through this book, in fact, and not this book alone. But 
quite apart from this, the cautious reader would be suspicious 
of the overhq^ping and ii-relevant categories of such a classificatif)n 
as this. We still seem to bo some way from the culmination of 
that scientific treatment of public utilities which Professor Ely 
assured us had been inaugurated by Professor Glaest^r. Never- 
theless, this is both a more scientific and a handier book than 
Olaeser’s Outlines, even if it seems in jdacos less informative. 

The next section is the strongest part of Professors Jones and 
Bigham’s book. It deals with certain technical problems in 
what is rapidly becoming the traditional order — Regulation, 
Valuation, Rates, Service, Finance, Business Relations. This 
is probably better done as a whole than by any previous writers, 
although some of the conclusions are vitiated by the confusion 
of the first part of the book. The chapters on rates arc particu- 
larly commendable, if only for the way in which they avoid the 
imposition of heavier argument than the terminology will bear 
upon that overtaxed word “ discrimination.” One is inclined 
to suspect that the authors are not quite happy about joint and 
overhead costs. But which economist will cast the first stone 
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at them for this ? And it is a pity that notions of justice and 
equity are applied where one would look for something a little 
more objective. Nevertheless, these chapters are very well done, 
as is also the chapter devoted to service standards — a much 
neglected branch of inquiry, the full exploration of which would 
lead to some interesting conclusions concerning units of measure- 
ment and ultimately go far to clear up the obscurities of the 
“ discrimination ” terminology. 

I^he authors again follow tradition in concluding their work 
with a chapter on a question of political science that economists 
dealing with public utilities, for some occult reason alw^ays feel 
obliged to write. Professors Jones and Bigham’s discussion of 
this matter of public versus private ownership is not up to the 
level of the middle of their book. Among other shortcomings, 
it seems to neglect the German experiments with the “ mixed 
undertaking ’’ and the theoretical conclusions which may be drawn 
from them. 

Nevertheless, this book is one of the best general discussions 
of public utilities that have yet been written, and judged by 
contemporary A inerican standards it is a good book. It may seem 
an impei-tinence for one who stands outside the whole legal public 
utility structure to call these standards in question; but some- 
times the distant spectator sees the wood all the better for not 
being able to discern the separate trees. After all, the political 
problem of public utilities, still more the economic, is not 
peculiarly American. Whatever their legal su])erstructuix', these 
more fundamental problems are attracting attention throughout 
the civilised world, and especially in England, Germany, Italy, 
and Japan. The really scientific textbook on the economics of 
public utilities will apply equally to the different conditions in 
all of these countries as well as to those in Amejica. And it 
has not yet been written. H. E. Batson 

The London School of Economicif. 

Taxation during the War. l^\ Sir Josiaii Stamp. (Economic and 
Social History of the iVorld War. New Series. London ; 
Humphrey Jlilford. Oxford University Press. 1932. Pp. 
xiv + 249.) 

This volume contributed by Sir Josiah Stamp to the Economic 
and Social History of the World War falls into two distinct parts : 
first, a narrative of the debates on the British War Budgets 
presented between 1914 and 1018, and secondly, an analysis of 
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the Excess Profits Duty and of the difficulties encountered in its 
administration. It need hardly bo said that in both parts of the 
book Sir Josiah’s description and analysis possess very obviously 
what he calls “ eyewitness quality.’’ “ I was busy,” he says, 
“ with the inception of most of the actual and most of the abortive 
schemes and changes, busy with their legislative programme and 
history, busy with tlie administrative aspects of many of them.” 
With the penetration and insight of one who was concerned with 
the actual development of war-time financial measures is com- 
bined the objectivity characteristic of the spectator. 

Those points in the Budget debates wliich are of interest, 
either on account of their association with older views or because 
of their anticipation of subsequent controversy, are selected for 
emphasis. At the time of the last pre-w%ar Budget, speakers were 
still to bo found who regarded the income tax as a weapon which 
should be only freely used in the emergency of war, and who 
quoted with approval Gladstone’s views on the subject. On the 
other hand, anticipation of recent discussions is found in the 
doctrine that tlio income tax Avas increasingly being treated as 
an ordinary business charge and passed on to the consumer.” 

] Personalities do not stand out clearly with the excjcption of 
Sir Arthur Jlarkham turning every way as ho stood denouncing 
with bitter scorn all who whined at taxation or tried to whittle 
away the provisions before the House.” Considerable influence is 
attributed to Mr. Montague’s speech declaring that everybody 
should contribute to the State either through tax or loan one half 
of his current income. One also notes the impression (treated by 
Lord Arnold’s speech in favour of the capital levy, wliich ‘‘ in my 
judgment u as in most resjiccts the most remarkable effort of any 
in all of the financial deliatcs of the war.” The general impression 
that is left, however, is that of the futility of a good deal of the 
discussion, ranging at times over iiroi^osals to tax bicycles and 
fancy names for houses, and the absence, apart from a few notable 
exceptions, of a grasp of the general financial problems of war. In 
dealing Avith the geticral situation himself, Sir Josiah suggests that 
qualifications must be admitted to the usual view that the oppor- 
tunity to apply drastic taxation Avas neglected in the first year of 
the war. In a concluding chapter ho accepts the thesis that in 
Avar better results aro secured liy permitting inflation to SAvell 
money i)rofits and then taxing them away than by “ the limitation 
of i)riccs and profits with the absence of such taxation.” 

The evolution of the Excess Profits Duty and the problems 
associated Avith its administration are fully examined. Separate 
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sections deal with such special problems as underwriters’ profits, 
the profits arising on the war time sales of ships, the valuation of 
stoclcs. The part played by the officials of the Inland llovenuc in 
the smooth working of the duty is emphasised ; ]jut it is clear that 
these officials performed an even more important service in pointing 
out to Ministers the dangers of concessions which would have 
cost millions of pounds of revenue. The extension of the duty into 
the post-u ar slump involved the Mxchecpicr in heavy repayments, 
but these repayments ‘‘ must have saved many hundreds of firms 
from serious difficulties and even bankruptcy.” This part of the 
book is certainly the more important and provides an illumi- 
nating exposition of tlio operation of the Excess Profits Duty. 

E. L. Haugreaves 

Oriel Collefje, 

Oxford. 

A Calalo(jue of the Library of Adam Smith. Second edition. Pre- 
pared for the Royal Economic Hociety by Jami:s Boxar. 
WTth an Introduction and Appendices. (London : Mac- 
millan and Co., 1032. xxxiv 218 pp. 8vo. 215 . not.) 
(To Fellows of the Society, IO 5 . Od.) 

Every lover of Adam Smith should hasten to get a copy of 
this handsome volume, and not bo misled by the short title into 
thinking it is merely a Catalogue. Tlio Introduction and 
Appendices contain much that is new and interesting about the 
great master's life and writings, a portrait of Adam Smith and 
one of his mother, a ground plan of his house at Kirkcaldy, a 
discussion of the various portraits, statues, and statuettes by the 
late Mr. J. M. Gray, (hirator of the Scottish National Portrait 
Gallery, Edinburgh, a facsimile holograph manuscript letter of 
four quarto i)agcs from Adam Smith to his publisher, Strahaii, 
and other attractive matter outside the t^italogue itsclt. 

'i'he ('atalogue is emiicllishcd with (piotations, printed in red, 
from Adam Smith’s works and letters showing the use he made 
of his library in references. The list of books is greatly amplified 
by bibliographical notes which add to the enjoyment and instruc- 
tion of the reader, it includes in round numbers 1100 books or 
pamphlets and 2200 volumes — ^t)robably al)Out half the original 
collection. 

One of the few cryptic utteraiu es ot Adam ^Muith is his sa}iug 
“ I am a beau in nothuig but my books.” Possibly his love for 
fine bindings was overborne by a greater love for economy, since 
the bindmg which was done to his order is usually the cheap work 
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of some craftsman who was neither expert nor artistic. Professor 
Nicholson had the good fortune to examine a large portion of the 
library before it was dispersed. He says : “I was most struck 
by the large number of books of travel and of poetry, of some 
of which there were more than one edition and occasionally 
editions de luxe'' These last were probably presentation copies. 
A bibliophile would never have been content with the mean little 
bookplate which contains the words Adam Smith in a rectangle 
of which the four lines are not even accurately ruled. 

It is clear that Adam Smith collected his library himself and 
was well acquainted with its contents, which testify to the 
catholicity of his interests. Nearly one-half of the books which 
have been traced are in French. Greelc, Latin and Italian amount 
collectively to about 5 per cent. The economic section is, of 
course, the one which interests us most. I'he inclusion of Moreau 
de Beaumont’s celebrated Memoires^ quoted in the Wealth of 
Nations y is not only justified by the very interesting letter from 
Adam Smith to Sinclair, rej)rinted on page 19 of the Catalogue, 
but also by the fact that Nicholson once took me to see the copy, 
with its inscription showing it to l)e a present from 1.\irgot, in one 
of the great Iklinburgh libraries, probably the Advocates’. 
Although this was about forty years ago, the book is doubtless 
where it was. One of the humours and pitfalls of bibliography is 
the Ouvrage posthume do Mr. B. 1. 1). P. K. (\ (page 33). This 
was until this year catalogued by the British Museum under C as 
the initial of the author’s surname. It has been pointetl out to 
the authorities that the initials stand for Mo)hsieur Boulanger, 
higenieur des Fonts et Chaussees, 

The very interesting portrait of Adam Smith’s mother, now 
published for the first time,” was printed in the special Adam 
Smith number of the Fifeshire Advertiser in 1920. The statement 
on 1). 200 that the Overstone Library, now including the MThdloch 
Library, is at Reading University, is o2)i)oscd to the assertion in 
Quaritch’s DictioJtary of English Book Collectors, Part VI, of J. 
Ramsay McCulloch, 1895, that his books were sold at his death 
in 1864 to Lord Overstone and that many volumes were destroyed 
by a fire in Overstone’s house soon afterwards. Only a very small 
part of M'CulIoch’s great collection survives at Reading as the 
M'Culloch library. The two statements are reconciled by this 
qualification. 

The temptation to comment upon a great num))er of interesting 
items must be resisted. The first edition of the Catalogue was 
issued in 1894 on behalf of the Economic Club, London, then 
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newly founded and still flourishing. In the interval of thirty- 
eight years Dr. Bonar has pursued his researches with unflagging 
devotion and has laid us under a great burden of obligation. 
This greatly enlarged second edition, needless to say, is stamped 
with the hall-mark of his scrupulous erudition. 

Henry Higgs 

England To-day. liy h\ (Jviul James, Ph.D. (London : P. S. 

King & Son, Ltd. Pp. 238. Gs.) 

This is a sensible little book which sums ui) the various 
aspects of the present economic situation of England clearly, 
giving due weight to tlic main factors involved. Monetary com- 
plications arc first unravelled under sucli slogans as “ getting and 
spending,” “what is a pound?”, “the cross of gold”; then 
follow the industrial problems of high wages and of rationalisation 
and unemployment ; and finally the implications of international 
trade and finance are set forth. The solutions of these problems 
that are put forward arc often of tlic i)ioiis aspiration type, looking 
to salvation by good-will, co-ox)eration and co-ordination ; but I 
heartily endorse the practical suggestion (j). 140) that by shorter 
hours technological unemployment may be mitigated. J)r. 
James might indeed have followed u]! this suggestion by examining 
how far the increase in the costs of idle overheads likely to result, 
could bo avoided by working shifts — by diminishing the hours 
of labour but increasing the hours of capital. Again, in discussing 
the framing of index-numbers of general purchasing jDower, 
(p. 47) some allusion might have been made to Mr. Keynes's 
constructive suggestions in his Treatise on Money, and in the 
chapter headed “ Banking Policy and the Price Level ” some 
credit perhaps been given to Mr. .Dennis Robertson's book with 
Hiat i)recise title. But on the whole Dr. James shows himself 
well versed in the recent literature of economicSj whether official, 
academic or independent. 

The treatment is elementary and shouhl appeal to the laige 
and ax)x)arently growing number of untrained general readers who 
arc eager to follow and understand the intricacies of the economic 
system, — at least whenever a crisis occurs there. The occasional 
tables that illustrate the text are well-chosen and to the j)oint. 
But may a j)rotest be made against the growing practice here 
cxcmi)litied of relegating all footnotes to an Appendix? Eoot- 
notes, we are informed, “ tend in many cases to interrupt the 
train of thought of the reader.” Surely short notes tucked away, 
accessibly, at our feet, do not really “ interrupt trains of thought. 
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The more thoughtful reader should, in fact, welcome immediate 
attention being called to tlie documentary sources of summary 
statements in the text. P. Sargant Florence 

The University y 
Birmingham, 

Emergency Finance for Small Business, By K. A. Coles. 
(London : Crosby Lockwood & Son. Pp. 71. 2^. 6d.) 

Tuts little book may bo recommended to those who wish to 
become familiar with the rugged outline of company finance in 
its legal and accounting asj)ccts without being overwhelmed by 
an avalanche of detail. Some familiarity Avith the forms and 
conventions of business dealings seems advisable at a time of 
emergency, when the (luesticfti of how the industrialist is to raise 
capital and to cut down costs is so much in the economist’s eye. 
Three of the seven chapters (lE-IV^) deal with these matters, the 
remaining four being devoted to accounting practice, partnership 
and amalgamation, limited companies and, finally, arrangements 
with creditors. 

Anything that throws light on the behaviour of small businesses 
is particularly welcome whore, as j)robably in England, the bulk 
of dealings is still ])etAvecn small businesses while the ])ulk of 
writings is certainly about largo businesses and combinations. 
It is refreshingly realistic to be told that ‘‘ the greatest drain on 
a business is usually the drawings of its owner ” and that a 
‘‘ business man’s personal expenditure often attains considerable 
dimensions,” so much so, indeed, that a “ domestic balance- 
sheet ” and “ domestic income and expenditure account ” should 
bo kept to ensure home economics. 

The style is clear and succinct and reference is facilitated by 
numerous cross-headings and an index. 

P. Sargant Florence 

The University^ 

Birmingham. 

Finance and Politics. By Paul Einzig. (London : Macmillan 
&Co. 1932. (Pp.x+139.) 

The reader of this volume may be inclined to wonder whether 
any nation could emei’ge unscathed f rom so searching and ruthless 
a scrutiny as l)r. Einzig apjdies to the ])olicy of France since 1920. 
Motives arc seldom quite uncomplicated; behind the most 
apparently disinterested generosity there may lurk a suspicion 
that it might pay in the end, and even the seekers after the 
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Kingdom of Heaven may harbour lleeting thoughts of the things 
that will finally be added unto them. Dr. Kinzig does indeed 
admit that it is difficult to prove motive, ynt ho piles indictment 
on indictment in a manner that is sometimes unanswerable, some- 
times impressive, and occasionally inclined to be lurid. 

Recapitulating the familiar events of past years, ho not only 
shows that France has consistently used her financial power for 
political purposes, but reads into her actions a deliberate policy 
of seeking financial hegemony, at whatever cost to the rest of the 
world, to suit her national (uids. While Great Britain has aimed 
throughout at restoring world prosperity, and accorded her help 
impartially to former allies and fallen foes. France' has never 
given assistance except to secure an ally or weaken a ])otential 
adversary. Four loans liavc been granted by her for the express 
purpose of ineieasing armaments, but any country that required 
capital for constructive pur])oses must look to l^ondon or New 
York. Dr. Einzig has no difficulty in finding facts to support his 
indictment: the French attitude in the Credit Anstalt affair; 
her delay in acee])tiiig the Hoover iMoratorinm ; her unwillingness 
to co-op(’rate in the rescue of Gc*rmany in 11)31 ; lu'r withdrawal 
of balances from London and Kew York whenever a passing breeze 
l)l(‘w’ over international relations. But Dr. Einzig penetrates 
further behind the scenes : Hungary must change h(*r government 
to suit France ; the author of the ill fated Customs Union Scheme 
and the President of the Austrian National Bank are removed from 
office and replaced by Fnuich nominees ; the Roumanian Banca 
iMarmorosch is allowed to fail that she may learn a lesson in 
])olitical sympathies; H. Laval visits the United States and per- 
suadi's Pi’esident lloovcu* not to repeat tlie gc'sture of the previous 
siinuiK'r. Finally, it is argued that the (h*llationist policy avowedly 
]>ursued by Franee was definitely intended to ac(jentuate the exist- 
ing world depri'ssion because such depression, while doing little 
harm to a st*lf -contained country, spelt frozen British and American 
credits, and eonsc'queiit French financial supremacy. Here 
Dr. Einzig admits that it is difficult to prove motivi', but argues 
that persistent dellation in eiicumstances that should normal h 
have produced inflation, is not suseeptihh' of any other explanation. 

France has not lieen successful in keeping the financial 
supremacy for which she had worked so hard, ])artly because of 
Great Britain’s unexjiected recovery, but chiefly because the 
French temperament, which is essentially that of the peasant 
who will not be parted from his gold, unfits her for the part of the 
Banker, who must nurse his clients in good times or bad. In this 
No. 168. — VOL. XLLIJ. 
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part of the argument it becomes a little difficult to disentangle 
descriptions of fact from hopes and wishes. The book was pub- 
lished before the Lausanne Conference, which for the writer, was 
fraught with great possibilities. He hardly dares to hope that the 
leopard will change his spots, but if the unexi)ected should happen 
and Reparations be abolished, he forecasts a spectacular world 
recovery. On the other hand he argues that if France insists on 
her pound of flesh, Germany will be justified in repudiating her 
obligations, and not only because she cannot pay. Similarly, and 
apparently without any hesitation on so delicate a threshold, he 
argues that once Reparations are cancelled, France has every 
right to repudiate her debt to America. 

The end of the book is a little weak, partly because it deals 
with possibilities that are necessarily vague and partly, no doubt, 
because it has left the bracing atmos])he!*e of dejiunciation for the 
softer airs of counsel. Dr. Ein/Jg in matters of finance commands 
a respectful hearing, and finance is perhai)s too pervasive of human 
affairs to be adequately isolated. Yet the inquiry into motive, 
even if it convinces, does nothing for the cause of world reconcilia- 
tion which is the avowed object of the wi*iter, as of all thinking 
persons . II. Re v\ Au i > 

Principles oj Mar kcliiKj, By Fred K. Clark. (New York : The 
Macmillan Compaii}'. Revised edition, 1032. Pp. viii + 
657.) 

This work, the first edition of which appeared in 1022, is one 
of the best of the many treatises on marketing and allied topics 
Avliich have appeai’cd in recent years in the United States of 
America. It covers a wide field Avith much success, beginning 
with farm products at Avholesale and retail and passing on to the 
marketing of manufactured products and to a detailed con- 
sideration of the many problems that arise in retail distribution. 
Finance, risk, cost of marketing. State hel]) and State control in 
selling arc suggestively handled; and room is found for con- 
sideration of such controversial topics as Price Maintenance and 
Uo-operative Marketing. While the exam]dc.s chosen and the 
conditions contemplated have reference almost entirely to the 
United States, much of the discussion has a general application 
and should afford help to students elsewhere of this very important 
branch of descriptive economics. 

Comparison Avith the first edition demonstrates that certain 
developments in marketing of fundamental importance have taken 
place during the past ten years. Some of those are the direct 
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consequence of the growth of road motor transport and of the 
greater efficiency and speed of transport hy rail. Others are due 
to improved tcchnicpie in the standardisation and grading of 
products and to the growth of large-scale oj)erations in manu- 
facture which force business men to devote s])ecial attention to 
the sale of their products, while others, again, are tlie consequence 
of the revolutions that have taken place in the general field of 
retail trade. Advertisement, too, has increased botli in ({uantity 
and quality during the i>eriod luider review; and trade associa- 
tions and trade j}a.i)crs for the dissemination of market news and 
market conditions have been multiplied everywhere. 

The chapters devoted to retail trade em])liasisc tlie enormous 
cost of doing business in the largo department stores and mail- 
order houses in the United States. No European ligurcs are given 
by the author, but those that are accessible siq)j)ort the thesis that 
similar establishments in the larger English cities are confronted 
with similar diffi(?ulties. 'J'he cost of delivery alone, of goods to 
customers by London department stores, works out at 2*4 ])er 
cent, of retail j)rices, and the lial)ilitv to waste, coupled with 
exceedingly high advertisement costs, generates an additional 
charge wliicli small-scale retailing escapes. The latter, however, 
always lias a low turnover of merchandise which tends to iinu’case 
the not unit cost of doing business; but this drawback can l»e 
overcome, and the conclusion is inevitable that the glitter and 
show of the hirge dejiartment store with all its trapjiings of rest 
rooms and the Wki) are paid for by the (‘onsumer througli the 
maintenance of retail prices at a Jiiglier level than is necessary. 
This will continue until management in small-scale retail trade 
makes further advances in elticiency, Thi' multijile shop system, 
dealing in a small range of goods, is the customers' safeguard at 
present. 

In liis discussion on |»'ice maintenance the antJior concludes 
that the evil results accruing from cutting the jirices of hranded 
goods arc not so great- as the advocates of prii’c maiutcuaiice seem 
to believe; but he is willing to ooucedo to mauufacturors the 
privilege, if they desire it, of attem|)ting to maintain ])riees. lie 
argues, however, that they are likely to he successful under certain 
conditions only and that even then it is doubtful wliethcr they 
really benefit in the end. His eonelusion that the whole question 
is a relatively unimportant one for all (‘oneernod seems eminently 
sensible. Coiijmn trading, which rouses the ire of the retail 
sections of (^hamhers of (\uumeree in England, is not among his 
catalogue of unfair eonipotition methods, nor docs anything 
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resembling it call for comment elsewhere in the work. Surely 
American manufacturers are not behind their European com- 
petitors in this device of advcrtiscmont and salesmanship. 

J. G. Smith 

University of Birmingham. 

Business Rationalisation. By C. S. Myers. (Pitman and Sons, 
Ltd. Pp. 76. 3.^. 6^i.) 

The special contribution of this book to the problems of 
Rationalisation comes from the side of biology and psychology. 
In the first chapter, Dr. lyiycrs points out both the similarities and 
the differences of organic evolution and economio organisation. 
“ The evolution of business has taken place by integration and 
co-ordination of formerly separate units, rather than, as in the 
evolution of forms of life, by differentiation and sul)division 
within an originally single unit.” In business, we have to create 
the unity of direction which in organisms was always there; and 
in Jinother aspect this means finding the right scoi)o for both 
intuition (the characteristic of simple organisms) and reasoned 
planning. In some respects also, the organic analogy is a])])lied 
to the types of com))ination which Rationalisation usually adopts, 
Dr. Myers (piotcs the cxam])Ies of structures whidi develop a sort 
of instinctive “ colony ” life, and also the fact of ‘‘ symbiosis,” 
where organisms of different givides live together for their mutual 
benefit. In such phenomena, he secs the analogies of the 
horizontal and vertical combines. 

In the field of analogy and illustration, this is of considerable 
interest, and the author agrees that it must Jiot bo pressed too 
far in the sense of proof of wliat is economically right. The 
l)iological anakjgy was a favourite one of MarshalFs, who some- 
times used it as a supi)ort or justification of the economic tendency. 
But with all its great interest, it is only, I suggest, with caution 
that the analogy can be used to establish anything in industry 
as being, because of a good analogy, therefore a good movement. 
If economic technique were to change, so that a new tendency 
appeared toward the break-up of the great integrated and com- 
bined structures, then it might bo possible to find biological 
analogies for that, as we have found them for the contrary iirocess. 

In the chapters dealing with the applied methods of Rationalis- 
ation, Dr. Myers has dealt fully and fairly with the benefits 
and dangers, and his conclusions arc similar to those of the recent 
study of the subject by the I.L.O. The human factor will be the 
real test of the i)ossibilities of the new technique of management, 
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and to that technique, therefore, industrial psychology must make 
an important contribution. J). H. Macgregor 

The Whitley Coimcils Scheme. By .John Barton Seymour. 
(London : P. S. King. 1932. Pp. 248.) 

Mr. SiCYMOuit’s book filJs a definite gap in the economic 
literature of industrial relations, for there has long })eeu needed a 
careful and accurate account (such as this undoubtedly is) of 
the genesis and develoi)ment of the Whitley Councils. 

Mr. Seymour has doiwi well to wait until a sufficient number 
of years had elapsed for it to be ])ossible to see the trend of 
evolution of the councils and to collecjt (widence of their practical 
working at some distance from the initial period of enthusiasm. 

The first Whitley Council Ileport was signed on March S, 1917, 
and the fifth and last on July 1, 1918. Their preparation thus 
coincided with some of the most critical ]>hases of the Great War. 
Tlie memory of the acute industrial unrest 2 )r(?vailing in the years 
immediately before the W^ar was still vivid in most people’s 
minds; the desire to avoid industrial war in the future was a 
natural extension of the feeling of a))horrence towards warfare 
in general ; while* the well-knowji camaraderie of the trenches, 
with its a])])arent breaking down of class distinctions, led to the 
belief that an essential change of mind had come about which 
only needed the appropriate machinery in the industrial sphere 
in order to a(dii(*ve and maintain peaceful relations between all 
men of goodwill. The demobilised soldier, turned civilian woj’kcT 
once more, must not be a.llowed to come back to the old chaotic 
disorganised conditions that had obtained befoie the War. It 
was considerations such as these that led to tlu? jaoduction of 
the Scheme and that accounted for the enthusiastic reception 
which it had at the hands of the Press and the general public. 
But not all the ardour with which Mr. Seymour throws himself 
into liis description of the valuable work aceom{)lished by some of 
the Whitley Councils can conceal from th(* reader the fact that 
the great expectations cherished by those* who introduced and 
welcomed the Scheme must have been sorely disillusioned by the 
course of events since 1918. 

The author shows that between 1918 and the end of 1920, 
75 Whitley (Councils had been established in trades varying in 
importfince from needle and fish-hooks, or packing-case-making 
up to tlie pottery industry ; but though he mentions it he does 
not attribute proper importance to the fact that coal-mining, 
engineering, cotton, building and shipbuilding, with nearly three 
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and a half million workpeople, have held aloof from the Whitley 
Councils Scheme. Between 1921 and the end of 1929 eight more 
Whitley Councils were established, to which must be added two 
sectional trade councils and nine local councils, making a total of 
94. Of this number, 30 have ceased to function ; of the remainder, 
28 meet quarterly, or in a few cases more frequently, while 22 
do not meet regularly at all, but only as required, thus infringing 
one of the cardinal principles of the S(!hcmc. Nevertheless, 
fourteen years of trying out the Whitley Councils Scheme have 
revealed not so much errors of structure or principk^ — these have 
on the whole stood the test well — as human failure to make the 
best out of the institutions in actual ])racticc. But here due 
weight must be given to the effects of continuous industrial 
depression, with its consequent unenqdoyment, the weakening 
of the trade union movement, and the diversion of pul)lic attention 
to otlun* ])roblems. 

Mr. Seymour is a strong advoeate of J(?gal jmjwci- being granted 
to the (Vnuuiils to enforce tlieir agreennents, and it is to the lack 
of this power that he attribut(\s the hnsakdown of many of the 
Couiuals. H(‘ is able to point to the fact that out of (54 (^ouncils 
ill active existence, only five were opposed to an Industrial 
Councils Bill, while 27 were definitely in favour. On this and 
other questions, such as the reasons for the failure of the Works 
Committe(\s to fullil their role as an integral part of the whole 
scheme, Mr. Seymour writes sensibly and with moderation. It 
is clear that liis woi'k is based on a close first-hand study of tlie 
actual operation of the Wliitley ( Viuncils, and as such it has a very 
real value. C. W. Coilleuauo 

Economic Theory and Correct Occtipalional Dhsiribnfion. By 
Harold F. Clark, Professor of Education, Teachers’ College, 
Columbia University. (New York, 1931.) 

Tuk chief theses which Professor Clark sets forth are : (1 ) that 
occupational distribution is correct when ]>eoplo of equal ability 
receive equal incomes in all occupations; (2) that, w^hile a given 
group of workers lose by an increase in their numbers, all other 
groups gain, because the services or goods provided by the first 
group become cheaper ; (3) that wdien occupational distribution is 
correct, the income of the country is a maximum. 

Professor (lark holds that work which needs long and expen- 
sive training is wull paid, not because of that fact, but because the 
need for such training restricts the numbers which enter the 
calling, and gives them a certain monopoly value. By readjust- 
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merits in numbers, therefore, the aim of c(jual pay for ecpial ability 
can be secured. 

The author thinks that the liasic cause of long-term un- 
employment is occupatiimal maladjustnuMit, and adduces in 
illustration the case of Great Britain, whore four industries — 
coal, textiles, metal tracks and shipbuilding — were greatly ex- 
panded during the War and are now over-supplied with workers. 
For the same reason, the United States have “ two hundred 
thousand men in the soft coal districts who should not be there,” 
and also an excess number of agriculturists. 

A chapter is devoted to extracts from the writings of (jther 
economists in support of the main contention of the boolv, and in 
another (diaptcr Brofessor Ulark states and illustrates (rather than 
proves) his theory of correct occu]>alional distribution. At all 
events, lie makes clear his meaning and its applications. While 
there arc, he says, too many American farmei's, textile workers 
and unskilled labourers, there are too few doctois, (*ngineers and 
skilled artisans. 

It is pointed out that the (H*on(3mic mobility assumed by the 
theory of lais^'^ez faire was never actually realiscMl, the obstac^les to 
entry into difYcrcnt trades and i)rofessions — obstacles both natural 

and artificial being often insurmountable by most people. Both 

in the past and the present, each calling proclaims that it is over- 
crowded, and tries to restrict its numbers — overtly to maintain 
high technical standards, and covertly, and ]>erhaps unconsciously, 
to preserve monopolistic advantages. Hence, if any control is to 
be exercised, it should be the State or the Local Authorities who 
do the planning and regulation— not professional organisations or 
labour unions. 

From the thesis that eepud ability should earn equal incomes, 
Professor dark proceeds to consider how this object is to be 
secured. He lays great stress on the educational as])cct of the 
problem, and Avould have the State provide freely all necessary 
training, the numbers needed in different ()ccu])aiions being 
estimated by statistical en(|uiry and economic ])lanning, and made 
known jniblicly, so that candidates, their parents and the schools 
should be kept continuously well-informed. 

Professor Clark deals chiefly with American conditions. To 
an Englishman it W'Ould have been of interest to consider how far 
the increased facilities for entry into professions and skilled 
trades given by modern educational ladders and the low'ering of 
social baiTiers have lieen offset by the increased effect of pro- 
fessional organisations and trade unions backed by unemployment 
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insurance to increase the rigidity of our economic machine. In a 
time of falling prices, this rigidity has certainly helped to prevent, 
for good or ill, the adjustment of wages to a rising value of money, 
and that mobility of labour which scorns necessary to secure an 
approach to correct occupational distribution. W. Dampier 

The Economic Basis for the Temkers* Wage. By Lester Dix, 
Ph.D. (New York City : Lincoln School of Teachers’ 
College, 1931. Pp. xiii + 114.) 

This is a novel and interesting treatment of an important 
question. Is there a sound economic basis for the determination 
of the teacher’s wage, and if so what is it? Dr. Dix takes his 
stand on two priiKjiples taken from Professor Pigou’s Economics 
of Welfare. The first lays stress on the desirability of increasing 
the real income of the poorer classes to the widest possible extent, 
so long as the national dividend does not suffer thereby; the 
second maintains that occupations recpuring equal ability should 
receive equal pay. Ability reduces itself, when all socially con- 
trolling factors have been ruled out, to some form of intelligence; 
hence the first step is to test the intelligence of the teaching 
profession. 

Dr. Dix rejects the Army Alpha Test pure and simple, because 
this does not measure the lowest ranges of intelligence, and adopts 
Boring and Brigham’s combined scale worked out from the Army 
Alpha, Beta and Mental Age scores. He chooses for his pur])osc 
the elementary grade of teachers, since those are the best known 
and the most characteristic, and finds that the average freshman 
teacher in training is exceeded in intelligence ))y 1,038 persons out 
of every 10,000 of the population, while the toaidicr in service is 
surpassed by 823 out of every 10,000. A list in order of merit 
places teachers in service below the ordinary run of graduates, 
while teachers in training, considerably lower in the scale, have 
below them only the students of pharmacy, dentistry and veteri- 
nary medicine. Although normal schools do not attract as good 
material as all (.'olieges, it is consoling to hear that teachers in 
service are found almost altogether in the upper hcalf of range of 
general intelligence : three-quarters of the teachers exceed 85 per 
cent, of the population, one half exceed 90 per cent., and one 
quarter fall in the top 4 per cent. 

When we pass to the consideration of earnings, we find that 
teachers do not, in comparison with persons in other occupations, 
receive the monetary reward that their intelligence merits. The 
mean intelligence of the elementary teacher entitles her (it is 
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generally her) to an annual wage of $2,762, l^his figure is arrived 
at by adding to the general average wage of $1,865 the 1-38 S.D. 
to which the teacher’s intelligence entitles her. Taking the entire 
range of intelligence tests, a fair income for teachers would range 
from $2,430 to $3,106. 

A comparison of “ fair ” income with actual income in various 
occupations shows that teachers got on the average $447 less than 
their intelligence warrants ; that unskilled labourers get $ 178 less, 
while skilled labourers get $589 more, the clerical and trade groups 
get $473 more, and the ]n*ofcssional and executive $008 more than 
their due. Allowing for i)ortions of income derived from property, 
Dr. Dix concludes that the e(;onomic interests of the country as a 
whole would bo best served if teachers were paid one-third more 
than they are in fact receiving. 

What is the cause of this discrc]>ancy between actual wage and 
fair wage? Obviously, the fact that under the operation of 
economic forces it is not ability l)ut scarcity of ability that com- 
mands a special reward. And Ihere is, in the United States, an 
ovcr-sui^ply of teachers, just as there is an over-supply of un- 
skilled labour. This is due partly to the fact that training for 
teaching is offered free of cost hy the State, and partly to the large 
numbers of women who are still shut out of other occupations and 
crowd into the teaching profession. 

If this over-supply is likely to bo permanent, it must leatl us 
to a reconsideration, and possibly to a correction, of the figure of 
the ideal wage. This course, Dr. Dix, though ho does not rule out 
the possibility, is ol)viously unwillitig to adopt, lie suggests 
instead a better fdanning of recruitment ))y organisation of 
agencies and spread of information about existing opportunities, 
a widening of the range of occupation for wo?nen, and the extension 
of free vocational training to other occuxxitions. There is no hope, 
he concludes, of iwoperly adjusting the teacher to the economicj 
situation , without taking into account all other o(‘cupations. Fair 
wages for teachers mean fair wages for all groups. 

No one is likely to quarrel either with Dr. Dix’s reasoning, 
or with his conclusions, although it may bo objected that the 
range covered by his records is somewhat narrow for the super- 
structure it is made to carry. It is diflicult to understand the 
bearing of the table on page 57, which he describes as a rough, 
common-sense comparison ” between various occupational groups. 
The table places graduate students on a level with best high army 
officers, outstanding leaders of professions, most important busi- 
ness executives and University professors. Senior students arc 
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equated with the next lower ranks of each group, and so on down 
the scale until freshmen are coupled with unsuccessful members 
of the professions, holders of minor business posts and inferior 
teachers. Since the freshman is, after all, the material of which 
the graduate is made, Avhile in the other groups (with the exception 
of the Army) the successive steps are sharply contrasted and even 
mutually exclusive, the comparison would seem to be of little 
value, if not actually misleading. 

Apart from this apparent lapse, whitdi does not aii*e(;t the main 
argument, Dr. Dix is cautious and judicial throughout. Readers 
on this side of the Atlantic may not feel cpiito at home cither with 
his statistics or ivith his terminology, but they will not fail to be 
interested in a piece of Djscarch which breaks fresh ground, and 
constitutes, as the editor pictures(piely describes it in his intro- 
duction, ‘‘ a rare and thrilling adventure, laying out a new road 
through a virgin forest.” H. Rev^ard 

llWic/i’.v Place in Indnslnj and Home. l>y Svlvia Anthony. 

(Routledge. \u:i2, Pp. 244. Is.M.)' 

In this study Mrs. Anthony has att(‘m|)ted to focus all the 
factors, economic and social, which infiuen(j(^ the y)ositioa of the 
modem woman. The book is in no sense a work of i*esearch, 
all the economic mat('rial b'eing drawn from secondary sources. 
It is rather a survey of faTuiliar facts from a ])artioular, and an 
important, angle. 

Thus, after ])resonting the main facts about the distribution 
of women’s labour between various occupations and industries 
and the relative lates of male and f(*inal(^ wages, Mrs. Anthony 
examines the economic coimuitions of marriage; tlui attitude 
adopted b}^ Trade Unions towaixls the problems of women’s wages 
and em])loyment; the efh'ct on both sexes of the gradual rise 
of petticoat factory legislation; and the economic and social 
consequence's of our habitual underestimate, if not com})letc 
disregard, of the unpaid services of the home-maker. The 
author is disposed to accept, on the whole, the current 
explanations of the relatively low level of women’s wages. She 
inclines towards disapproval of differential factory legislation 
for the prot(.‘ction of women, though she does not carry her 
opposition to the extreme length of those feminists who wish to 
amend the Convention relation to the employment of women after 
childbirth by substituting throughout its text the word ‘‘ person ” 
for the word “ woman.” She advocates equeal pay for equal work 
(in the sense most likely to enable women to earn exactly the same 
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amount as their male colleagues in any occupation), family allow- 
ances and, above all, a revision of marriage law, or at least of 
marriage custom, on lines (siich as those of the Swedish Act of 
1920) which would make the homo-making wife’s income inde- 
pendent of her husband’s fancy. If change follows these lin(\s, 
Mrs. Anthony believers that the present widespread unhappiness 
of women, married and unmarried, whose ('conomic and social 
needs find no satisfaction within the framework of existing society, 
could be removed without the abolition of tln^ family home as thr 
normal social unit. 

The liook is written with great liveliness, which should hold the 
attention of many readers. Its strictly economic arguments, 
however, become decidedly shaky whenever th(‘v k^avo the beaten 
track. Thus in Chapter XII it is argued in detail tlnat during 
a time of trade depression women’s em])loyment increases in 
proportion to men’s, not so much ])eeause women get men’s jo))s, 
as because industries which enjoy the advantage of cheap female 
labour gain a competitive advantage over thos(^ not thus blessed. 
This is illustrated by stat istics of male and hunale unemployment 
in Britain from 1921 to I9;K). Had the author, however, analysed 
the occu])ational composition of these' figures, and in particular 
the contribution to men's and women’s unemployment made by 
coal and cotton (the classic case of (npial ])ay) throughout the 
period, it is very doubtful whether anything would have been 
left of her case. Again, Mrs. Anthony repeats the old fallacy 
(hallowed, it is tnu', by very high authority) that motlu'rhood is 
the most dangerous of all occupations because tlie death-rate 
at the time of childbijtli of those mothers who hav(' (fhildren in 
any year exceeds the general occupational death-rate of, say, 
miners. But the minor is daily exposed to the risks of the pit, 
whereas no mother bears a child a day. The miners might well 
ask that their l isks should at least be comi)are(l with the ratio 
of deaths in childbirth in any year to the total number of married 
women of child-bearing age. Finally, the problem of finding the 
money to finance a system of family allowances is dismissed in a 
sentence, on the ground that this is a problem of “ l edistribution ” 
rather than of " extraneous expenditure.” Alas, that good cause 
should so often b(' spoiled by bad argument ! 

Bakhaka Wootton 
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Unemployment Benefits in the United States, By Bryce M. 
Stewart. (Industrial Relations Counsellors. New York. 
P]). 727.) 

Unemployment Insurance in Switzerland, By T. G. Spates and 
G. S. Rabinovitcii. (Industrial Relations Counsellors. 
New York. Pp. 276.) 

Unemployment Insurance in Belginm, By Constance A. KiEirEfi. 

(Industrial Relations Counsellors. New York. Pp. 509.) 
U7icmployment h\surance in Wiscoiisin. By R. S. Hoar. (Mil- 
waukee, Wisconsin : The Stuart Press. Pp. 101.) 

Every tide of unemployment in the United States during the 
last quarter of a century has cast up studies, rej^orts and resolu- 
tions by legislatures. The present deeper dci)ression has led to 
greater changes in public sentiment and to an obvious eagerness 
for allcviative measures. The American Fedeiation of Labour, 
for lialf a century a citadel of old-fashioned individualism, resist- 
ing State intervention and (compulsion, now demands unemploy- 
ment insurance. A number of firms have instituted savings 
funds and establishment unemployment funds. The State of 
Wisconsin has passed an Unemploynu‘nt Reserve Act, and in 
other States legislation on this model is in active preparation. 
AV'ith this change in outlook there is an eagerness for information 
on existing unemployment insurance scluunes. 1'he Industrial 
Relations Counsellors for(}saw this situation in 1928 and undertook 
the task of making a series of detailed studies available. Miss 
Kiehel describes the wcjrking of the Belgian systeiii in five 
hundred i)ages, and Mr. Stewart, tlie general editor of the series, 
deals with the very limited number of trade union and establish- 
ment funds in the United States in a poi'tly volume of s(weu 
hundred and thirty pages. It was evidently the hitention 
the editors to bring together every scrap of evidence and mudi of 
the discussion bearing even remotely on the working of State* 
unemployment insurance schemes, State subsidised funds, trade*, 
union and establishment provisions. The*y meant to provides 
source books for the lawyers and the draughtsmen of new schemes. 
The specialist may use them fejr reference, but even ho would find 
themi rather wearisome reading. They contain nothing new but 
give a comprehensive account of the gi-owth ejf this piece of social 
machinery and how it works. 

Tlie best book in the scries is that of Spates and Rabinovitcii 
on Unemployment Insurance in Switzerland, not merely because 
it is more selective and condensed, but because its conclusions 
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carry conviction. Tliey point out the inadequacy of a national- 
ised Ghent system, which in spite of heavy subsidies — over two- 
thirds of the expenditure comes from public funds — covers only 
one-fifth of all wage-earners. 'J'he situaiiofi is not mucli different 
in Belgium, where one-third of the jiopulation are covered, in 
spite then of their realisation of th(? inadequacy of national 
compulsory schemes of the British and Gtirman type, bankruptcy 
of voluntary schemes is making the demand for national schemes 
clamant. It is misleading to write of Belgium, “Tlie entire 
system is almost as completely voluntary as tin? ('arliest efforts 
at the beginning of the century.” 

None of these writers are troubled by tlu', two new facts which 
have emerged since 1 929. Wc can no longer base ourselves on the 
assumption that the pre-war experiemee of unemployment can 
guide us to-day. For eighteen years all our forecasts as to the 
amount of unenqdoyment to expect have ])roven wrong. Wc 
also sec that w’hatcver the type of scheme — British or Ghent — 
the right to iinemploym(»nt beiient once granted cannot in the 
name of pure insui’ance j)rinciples be withdrawn if the recipient 
through no fault of his own has exhausted his right to benefit. A 
grave sense of injustice is thus created. 

A useful a])pendix to these studies is tlie hundred pages of 
information relating to Unemployment Insurance in Wisconsin 
.by R. S. Hoar, wiiich contains also the text of the Act relating 
to uiKunploymeiit reserves and compensation, and some (lisciissioii 
of the case for and against it. Uuk‘ss employers in this State 
guarantee steady employment to their workmen or adopt a 
satisfactory system of voluntary insurance before ffune 1. I9;i3, 
they will ho compelled to establish compulsory uiKMiiployment 
reserves. Kach employer will be obliged to pay the total con- 
tribution, 2 per cent, of his wage bill, in respect of each employee 
into the State Treasury. His aeeoimt w ill Ix^ k(‘pt se])a]*ate from 
other accounts, and if the unemjdoyment in his establishment is 
reduced, his liability will also be lessened. It is I'vident tliat the 
project, which is an attmnpt to break away from Kurop(‘an 
national sch(*mes, ignores the two main facts of their experiencio. 

Josneir L. Coilkn 


Die Ursachen der Krise. By F. Somary. (Tiibingen : J. V. B. 
Mohr. Pp. 122. 4.20 ?//.) 

Professor Somary is well known to the English ]nibUc as 
one of the brilliant and all too rare cxccj)tions to the rule in 
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ecojioiiiics that theoretical acumen and practical success are 
incompatible. In the present volume he gives a reprint of twelve 
articles and speeches written in the fateful period 1926-32, a 
period which ollered unparalleled opportunities to the economist, 
opi^ortunities which have l)cen missed by most of them partly 
because of the triumph of conventionalism and of fashionable 
slogans (“ reconstruction,*' “ high-wage prosperity ”), and partly 
because of an unaccountable subservience to views which were 
official and presumably, therefore, regardetl as patriotic. Clever- 
ness after the event, which is so current now, is unnecessary for 
Professor Somary. Ilis ‘‘ essays in persuasion ” were, in a differ- 
ent splicre, even more disregarded than those of Mr. Keynes ; his 
views too are now* vindicated to an extent which is almost uncanny. 
It is approaching to irony that his warning against short-term 
borrowing (in 1926) should have been uttered to the leading 
director of the Creditanstalt, the collapse of which marks the 
end of the ‘‘reconstruction” whicli he so clearly demonstrated 
to liave foundations built upon sand. And must it not be 
considered as tragic that his views on the basic; contradictions 
were unheeded at a time when everybody was acclaiming and 
promoting the so-called (Saiiierung) Jiealing ” reconstruction 
loans which in the end l)rought about their own utter ruin and 
undoing ? 

No vsynij)tom of this amazing pericxl so full of irreconcilable 
tendencies cscaiDcs his analysis. His inclinations are those of an 
entirely deflationist psyche. But when was there ever a period 
and where was there ever an environment more justifying the 
professing restrictionist views tlian the boom period in the European 
debtor countries? One is sorely tempted to quote this little 
volume from the beginning to the end : such is the power of the 
author to get to the core of things almost ruthlessly and to ex- 
plore the conclusions to their bitter end. W^iat ho has to say on 
the inteniational trade, currency, and credit i)roblem, on the 
cpiestion of banking, and on the licpiidation of the breakdown of 
the financial system as one knew it, will always constitute an 
invaluable contributiem to economic analysis and also to the 
“ material ” of the greater and lesser ex])erts of the “ economic 
conference to end (;onfercnccs ” — that is, if economic topics will 
not be altogether excluded. 

There can, I believe, be no better compliment paid to this 
admirable book than the hope that its author will sood t^redict a 
turn in the tide. 


T. Balogii 
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Ltis Jfinances de V Empire Japojiais et lenr Kvolulimi, Jly Andke 
Andreades. (Paris : Felix Alcan. 1932. Pp. 203. 15 /r.) 

The ability of .Japan to westernise her economic and political 
life in the period folIoAving tlie Restoration of 18G8 depended 
largely on her success in solving the difficult financial problems 
associated with that policy. Her ]>ublic finances during the last 
sixty years, therefore, present an extremely interesting field for 
study, and to this Professor Andreades has addressed himself. 
Ho begins with a brief review of the political, social and economic 
conditions of the Tokugawa era, and he ])asses on to consideration 
of the financial administration both of the Shogunate and of the 
local governments. His account of the latei* years of Tokugawa 
brings out clearly the fact that the financial disorganisation of the 
jieriod was one of the chief causes of the ])olitical changes which 
culminated in the Restoration. 

Professor Andreades is mainly concerned, however, with the 
financial problems raised by the circumstances of the new regime. 
Part 11 of his book deals with the “ preparatory era,’^ from IS6S 
to 1894. Hero he discusses, first of all. the increasing chaos in the 
currency and j)ul)lic finances which attended the aliolition of 
feudalism, tlie Satsuma Rebellion and the breakdown of the old 
economic striudure of .Japan. He then proceeds to describe the 
achievement of financial stability after I SSI by means of the 
institution of a centralised banking system, the reform of the 
currency, and the establishment of the foundations of a new 
taxation system. Tlie rajiid recovery of the country from the 
economic disorders of tlie early post-Restoration \'ears bears 
witness, as he indicates, to the remarkable skill of the leaders who 
guided the country in those dillicult years. Part 1 11 deals with 
the ])eriod from lS94 to 1910, a period which includes the ( hinese 
and Russian wars, the achievement of taritf autonomy, the 
adoption of the gold standard and the beginnings of a colonial 
cm])irc. Tlie anthor describes the methods by which these wars 
were linanccd, and he shows that the fear of a war of revenge led, 
after 1905, to further growth in the already large expenditure on 
the army and navy; while the new ])olitical responsibilities in 
Formosa, Korea and Manchuria also proved costly. In order to 
meet these expenses and to provide for the amortisation of the 
large public debts ineniTcd mainly as a result of the Russian War, 
the Governipent was obliged to impose heavy additional taxation 
which, in spite of the rapid increase in the national wealth, proved 
very oppressive. The linancial administration of the period, 
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however, was successful in so far as it improved Japan’s credit, 
and between 1907 and 1912 she was able to borrow abroad on 
very favourable terms for the purpose of converting her outstanding 
debts. 

Part TV covers the Great War and the post- War period up to 
1928. The prosperity of «Japan between 1914 and 1919 and the 
consequent buoyancy of the revenue enabled the Govcriimeiit to 
meet its increased expenditure during those years without resort 
to further borrowing, and serious financial troubles did not appear 
until after the War. 'J'he years 1919-28, however, witnessed a 
great increase in State expenditure, most of wliicli was financed 
by new’ loans ; wliile local government finances were conducted 
witli even greater prodigality. Professor Andreades is of the 
o 2 )inion that financial administration during the iiost- War years 
w as the least satisfactory of any i)erio(l since tlic ’seventies and it-s 
cfi'cct iijas to create a ])osition of great instability. The i;auses of 
this situation are summed uj) under four heads. First, the 
Government, in its desire to raise Japan’s iirestigc, carried ex- 
penditure on the 2 )ublic services to a degree unwarranted l)y the 
country’s resources ; second, diplomatic complications, particularly 
those following on the abandonment of the Anglo-flatianese 
Alliance, resulted in the maintenanco of military and naval 
expenditure at a level even higher than that of 1918-19; third, 
the earthquake of 1923 led to a great increase in borrowing for 
reconstruction puri)oscs; and fourth, the (lejncssion of 1920-1, 
the financial crisis of 1027, and the [)rescnt world slunq), forced 
the Government iiito licavy expenditure for tlie relief of economic 
distress. 

In the last section of his hook, J^rofessor Andreades deals 
with the efforts made after 1929 to secure budgetary ccpiililniuni 
and with the restoration of the gold standard in January P.)30. 
He gives an account of Japan’s economic and financial difiiculties 
since the w’orld slump began, and lie ex 2 )la.ins liow these led to the 
ahandonment of the deflationary ])olicy adopted in 1929. Tiie 
com2)rchensivo character of the book is enhanced by the inclusion 
of a series of short appendices dealing witli such topics as the 
growth of iiopulation, the increase of the national wealth and in- 
come, the westernisation. of economic life, the public debt, and the 
financial administration of tlic overseas iiossessions. The relations 
between the economic and political developments of each iioriod 
and the changes in fiscal policy are clearly cxhiliited aud the book 
sujiplies, therefore, not only an excellent account of Jajian’s 
public finances in the modern period, but also an out^c of her 
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general economic history. Possibly some of the numerous foot- 
notes might, with advantage, have been incorx)orated in the text ; 
but otherwise the arrangement of the matter is admirable, and the 
book has the great merits of conciseness and lucidity. 

G. C. Allen 

University College, IlulL 

Contributions to the History of Statistics. By Harald Wester- 
GAARD, formerly Professor of Statistics in the University of 
Copenhagen. (P. S. King & Son, Ltd. 1032. Pp. vii + 
280. 12s. Gd.) 

Mr. Westergaard has provided in handy form a brief history 
of statistics down to the close of the last century, which will be 
found of great use to students of the subject. It is unbiassed 
and wcll-balanccd, though some may grumble that he lias con- 
fined himself too much to vital statistics and has rather cold- 
shouldered the other branches. He promises a continuation to 
deal with the more recent period, saying that “ the last thirty 
years form a most attractive period in the history of statistics, 
and, if my advanced age permits it, I hope later to enter on the 
subject, attempting to value the present tendencies and to draw 
the horoscope of statistics on the basis of evolution in the present 
century.” Some of us have been wondering about these ten- 
dencies and have been perturbed at some of the attempts to apply 
refined mathematical methods to data at best imperfect and 
unsure. We, at least, will hope that Father Time will deal 
kindly with Mr. Westergaard and jiermit him to accomplish this 
very necessary task. Apropos of some words in the preface, it 
may be added that there are very few signs that our author 
was writing in a foreign language. Many English writers might 
envy his clarity, and there recurs to memory only one obscure 
passage, on page 80, where, dealing with a calculation by 
Moheau, he says : “ For the whole kingdom there will be one 
birth out of about 25^- inhabitants, whereas there will be 
about 121 or 122 for each marriage”; after “ 122” the word 
“ inhabitants ” should be added, and perliaps ‘‘ in a year ” after 
“ marriage.” 

The early writers on “ statistics ” compiled handbooks to 
States, usually without numerical observations, but in the second 
half of the eighteenth century the addition of particulars of 
populations, births, deaths, etc. became frequent, and in this 
mann^ the way was prepared for the merging of statistics as 
“ Staateiikundc ” in statistics as “ Political Arithmetic.” “ The 
No. 168. — VOL. xlii. 


u XJ 



646 THE ECONOMIC JOURNAL [DEC. 

cradle of political arithmetic,” says Mr. Westergaard, “ stood in 
London, where in 1662 a merchant, John Graunt, published a 
remarkable book. Natural and Political Observations upon the 
Bills of Mortality P He adds that “ Petty has sometimes erro- 
neously been considered the author of Graunt ’s book,” thus 
reviving a controversy which in some aspects has resembled the 
Shakespcai e-Bacon dispute. When so bonny a fighter as Pro- 
fessor Greenwood assails the pious ancestor-worship of the Marquis 
of Lansdownc, we others may be pardoned for standing outside 
and enjoying the fray ! 'I'he history of statistics to the end of 
the eighteenth century centres round the names of Graunt, Petty, 
Halley, Gregory King, Davenant, and Siissmilch, and the ground 
traversed is much the same as that surveyed by Ur. Bonar in his 
“ Theories of Population ” (Economic Journal, September 1931). 
Mr. Westergaard gives some more details of the work of the 
chief arithmeticians, and has rescued from obscurity many writers 
who worried about the? size of populations and tlieir movements 
since the Flood, the true rates of mortality, tlio proper basis for 
tontines and life annuities, and similar problems, and so in 
places his book almost resembles a catalogue. It would be 
unjust to apply that term to the work as a whole, but it neccs- 
sarily lacks the literary grace of Dr. Bonar’s work. 

Statistics entered upon their modern phase when England in 
1801 established the population census, following the example sot 
by Sweden in 1748. Now, for the first time there was a sound 
basis of vital data on which statisticians could work. Lai)lace in 
1786 had suggested the method of samj)liiig, and he with 1)(‘ 
Moivre, the Bernoullis, and others head treated the calculus of 
l)robability and the measurement of probable error. New tools 
as well as new material were becoming available. The natural 
result followed. “ In the history of statistics the two decades 
1830-49 can justly claim the character of enthusiasm.” In this 
country the organisation of the Statistical Department of the 
Board of Trade in 1833 by G. K. Porter, the establishment of 
civil registration in 1837, and the appointment of Dr. Farr in 
1839 as “ Compiler of Abstracts ” for the Registrar-General are 
the chief official events, but there was similar activity in most 
other countries. Under the inlluencc of Quetclet the British 
Association set up a statistical section in 1833, the Manchester 
Statistical Society was founded in the same year, and the Statis- 
tical Society of London (now the Royal Statistical Society) in 
the spring of 1834. There was a pullulation of local societies, 
mostly with a brief life. The relations between the London 
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Society and Government Departments was from the beginning 
very close, though never of the quasi-official character sometimes 
found on the Continent. It is interesting to observe that the 
original object of these Societies was to collect data “ exterendum 
aliis,** as the old motto of the T^ondon Society ran, but theorising 
could not be kept under and the tcmptiition to draw conclusions 
from insufficient data proved as irresistible as it had been in the 
seventeenth and eighteenth centuries; on this charge Dr. Guy 
comes in for a good de«al of criticism. 

The period of enthusiasm ended in disappointment as too 
high hopes shattered in the lack of facts. There followed the 
period of Congresses, from 1853 to 1878, when nine international 
Congresses and four meetings of a “ permanent commission ** 
were held. These were mainly of an official character modified 
by the “ international picnics ” which led Newmarch to doubt 
the utility of the Congresses. Meanwhile, in all countries official 
statistics were being vastly extended into new economic spheres 
and their reliability was being improved. Knapp, Zeunev, and 
Lexis were pioneers in the theoretic problems of vital statistics, 
and in the last decades of the nineteenth century Edgeworth, 
Karl Pearson, Yule, and Bowley were active in theoretic investi- 
gations of a general character ; if the names of prominent students 
in other countries were added to the list, it w^ould stretch out to 
the “ crack of doom.’^ 

Henry W. Macrosty 

The Rccordincf Angd : A Report from Earth. By J. A. Hobson. 

(Allen and Unwin. 1932. Vp. 126.) 

In this little book Mr. Hobson is the Messenger, and in dialogue 
form he presents his economic and political philosophy to a 
Recording Angel, who is God, as Mr. Hobson would like him to 
be. It is very prettily done. But to criticise it at length in the 
Economic Journal would really bo to raise the many issues in 
Mr. Hobson’s welMaiown writings, of which a list appears in the 
frontispiece. 

Had I been the Recording Angel, I would have differed politely 
from the following : 

“ That bloated type of Nationalism called Imperialism is such 
an instance of the combination of the ultra-patriot and the 
acquisition capitalist ” (4^)* This seems to mo merely to be 

“ calling names.” And again : 

“ Men will more readily sacrifice their sons to ^loloch than 
their money, as the experience of the Great War testified (27). 
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This is uncharitable and untrue. But I fear my sympatlty disap^ 
pcared before this, when I read on p. 23 the old and hoary mis- 
representation of Adam Smith : “ Ilis ethical teaching of the 
‘ invisible hand ’ which sanctified selfishness,” etc., etc. For as 
Adam Smith’s own preface should prove once for all, ho was 
acutely, alive to the injuries which “ the private interests and 
prejudices of particular orders of men ” might inilict on “ the 
general welfare of the society ” (Ed. Cannan, I. 3). 


C. II. Fay 



NOTES AND MEMORANDA 


New Zealand’s Economic DrEFTccLTii^s and Expert 
Opinion : A Comment 

In his article in the September number of the Journal, 
Professor Coi)lancl })rescnts the case for a revision of the New 
Zealand rate of exchange. In tlie course of his analysis, he has 
thought it necessary to i)a.ss (jertain comments upon Sir Otto 
Nieme^xr and myself, to wJiich it is only appropriate that I should 
reply. ^ 

(1) [n two places in his article, Professor Copland accuses me 
of a desire to see the Now Zealand pound revert to parity v ith 
sterling. Thus on ])age 377 it is said that a rise of sterling prices 
rnucli greater than any likely to talce place was necessary “ if the 
traditional policy of the lianks and the Treasury was to be suc- 
cessful, and New^ Zealand to return to ixir ivith sterling without 
grave hardshi]).” Again, on page 379 the circumstance that I 
referred to the fact that if excduinge were raised it might be 
difficult to reverse the stops then taken is construed as indicating 
an opinion on my part that such a return to ])arity (?ould or should 
constitute the “ only ])ossible object of monetary policy for New 
Zealand.” 

I do not believe that it is illegitimate to ]mint out that if 

^ Sinco Sir Olto Xiomoyor’s naim- Is (Mnipli'il with iniiio thri)Uj'hout the 
articlo, it is w(‘ll to explicitly that at no linio did T comrnnnicati', directly 
or indirectly, witli Sir Otto Xicms'vcr during the period whilst tlie opinion was 
being drafted: I was not e\(*n aware (hat >Sir Otto iiad bem consulted in Oio 
matter. Professor Copland begins his article by referring to au apparent failure 
on tSir Otto’s pari, as well as on iny oAvn, to draw the aticniion of tlie New 
Zealand authorities to tlie (rue ri'ason for X(3W Zealand's excuiplioii from the 
troubles which were besotting Australia at the time of our visit to Australasia. 
The facts nro as follows: — As tlic New Zealand GoveruTnent aimouneed at the 
time, Sir Otto Niemeyer bad been invited to Xh'w Zealand spccifit'ally to discuss 
tho technical banking situation. I left for New Zealand a week before Sir Otto, 
and my time was fully occu]>ied in diseussiug the technical details of the banking 
anil ciiiTency situation, both with the Treasury anil the bankers. When Sir Otto 
camo to Now Zealand, we liad only a relatively sliort lime for joint discussion bidore 
my boat sailed for the United States. 1 saw no ^linisters except for two courtesy 
calls and was not invited to express any opinions on tho New Zealand economic 
situation, otlicially or unollicially, nor was tho expression of such au opinion 
rolovant to my visit. I do not know what Sir Otto may have been asked or have 
said privately, but does Prof. Copland ? 
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Professor Copland’s policy is adopted, it may prove necessary to 
adopt a new par ; but that is surely not equivalent to a statement 
on my part that I regard a reversion to the old par (10 per cent, 
below the present one) the prime object for which Now Zealand 
should strive. I did imply that a rise of sterling prices would 
enable the present rate to be more easily held. I certainly said 
nothing to imply that in my judgment it would necessarily 
result in New Zealand pounds appreciating in terms of Britisli 
pounds. 

Moreover, I expressly referred to the possibility of the alterna- 
tive policy (which Professor Copland prefers) of allowing exchange 
to look after itself, and argued that if this possible alternative were 
to be adopted some of the diflficulties which it might occasion 
would be mitigated, if New Zealand were to create Central Banking 
Machinery. 

(2) On page 375 Professor Copland observes that “it is 
remarkable to find authorities like Sir Otto Niemeyer and Pro- 
fessor Gregory deploring the increased issue of Treasury Bills that 
would be necessary to finance the external debt service under a 
higher exchange,” for such higher cost would bo more than offset 
by an increase in taxable capacity. In the footnote on the same 
page the matter is again referred to : and it is stated that I argued 
that “ increased Treasury Bills would bo required to finance 
remittances for the overseas debt, that an automatic expansion 
of the volume of credit and currency would follow and an increase 
in the New Zealand price level.” On y)age 378 it is said that 
“ both Gregory and Niemeyer refer to inflaiionarij borrowing on 
Treasury Bills,” which is followed by the query, “ Should we not 
clear our minds of what we mean by inflation ? ” These matters 
being all clearly connected with one another, I deal with them as a 
whole here ; — 

(a) There are clearly two points involved : viz. : What 
happens (if exchange rises) before the Budget is in balance and 
afterward ? I do not know what precise significance Professor 
Copland attaches to the word “ deplore ” in the sentence above. 
I do not find in my opinion (para. 6) any deprecatory words : 
but a statement to the effect that “ a rise of exchange adds 
to the cost of remittance, and since the Budget is unbalanced 
and the banks are lending exchange to Government against 
Treasury Bills, the volume of such Bills is automatically 
expanded as exchange falls . . . there goes on an automatic 
expansion of the currency and credit volume, which must in the 
long run help to raise the New Zealand price level and thus 
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deprive the farmer of a further part of the gain from exchange.” 
What I had in my mind was clearly the short run effects of the 
rise of exchange : and in the next paragraph I expressly refer to the 
possibility that credit expansion and higlicr incomes might alleviate 
the budgetary situation, though I added that “ expenses will also 
tend to increase and if, as is inevitable, the increased cost of im- 
ported goods leads to a reduction of consumption, customs revenue 
at least will decline.” ^ I pointed out further (para. 8) that as 
55 per cent, of the Now Zealand puldic debt is held in London, 

“ the relief to the public debtor which accrues from rising 
prices and falling exchange applies to the smaller portion of the 
debt.” 

(h) Professor Copland is thus comi)lelcly mistaken in stating 
that I referred to ‘‘ inflationary borrowing on Treasury Pills,” if 
by that he means to im])ly that T iiserl that term, and if he did not 
mean to im})ly this, I fail to see the point of the query which 
follows immediately after the words alluded to above. Is it 
illegitimate (i) to ])oint out that an unbalanced Inidget represents 
an independent factor tending to raise the level of costs, so that, if 
exchange is allowed to fall, there will bo forces tending to drive u^) 
the internal ])rico level in Now Zealand ? - 

(ii) Tliat in a country with a large external debt the degree 
to which the burden of tlie public debt can bo reduced is 
more limited than if the greater jiart of the debt were held at 
home ? 

(iii) Tliat, whatever the real advantages of an oxi^aiiding 
national income may be, the budgetary gain is liable to be limited 
by the rise in internal costs ? 

(iv) That before committing the country to a policy of higher 
exchange the whole matter ought carefully to be weighed ? 

(c) Professor Copland attempts to convict mo of inconsistency 
on this particular matter by referring to certain opinions of mine 
expressed in the Monthly Circular of the Koyal Bank of Canada 
in October 1931. That article was written before the abandon- 
ment of the gold standard hy Great Britain, as was indeed clearly 
pointed out in the concluding jmssage of the article in question. 
I'he expeansion of Central Bank credit as a means of “ reflation ” 
may well be objectionable if the exchange is fluctuating, and 
unobjectionable if it is not. Further, I expressly argued for 

1 I am prepared to ngroo tlmt tho effect on customs rovenuo which I feared 
would result from a rising exchange is doubtful. 

* Subject, of course, as regnnts (ho second, to the movement of prices, not 
only of exports, but also of imports. 
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concerted action on the part of Central Banks, and had no idea in 
my mind, then or since, that what I said would be interpreted as 
favouring independent action of this kind, especially in a country 
without any adequate Central Banking institutions and in 
immediate want of a foreign loan. In any event, there would seem 
to be some inconsistency betAveen Professor Copland’s opinion 
that the course projected is unobjectionable “ provided Budget 
balancing is in sight and prices do not rise (italics mine) above 
their pre-crisis level ” (page 379), with his view that I am in 
error {v, footnote page 375) in supposing that there Avould bo 
some rise of prices. The fact that the price rise, if it liappens, 
is unobjectionable is not the siime as proving that it will not take 
place. 

(3) Professor Copland argues that “ some economists in 
England have the point of view of the lender rather prominently 
in their minds ” and proceeds to chide mo on the ground that I 
drcAV attention to the “ unfavourable reaction on New Zealand 
credit of a high rate of exchange,” He would have been more 
correct if he had said that in my opinion it was lliictuating rates 
of exchange which disturbed the money marlvct. I do not know 
that there is anything reprehensible in stating a i)lain fact : but 
he will forgive me if I say that it is somoAvliat trifling with the 
problem to suggest that the April loan of £5,000,000 “ will remind 
Now Zealanders for twenty-three j^cars of the virtues of a low 
exchange rate.” Does he suggest that if exchange had been 
pushed up before the issue of the loan, the rate of interest demanded 
Avould have been loAvcr ? 

(4) The problem involved in the existence of locally managed 
currencies goes, however, to the Avhole root of the differences 
between Professor Copland and m^^self. Professor Copland will 
cat least cagree that I have never been an enthusiast for inde- 
pendent paper standards : cand in my last book I expressly state 
Avhy I hold the opinions I do on the subject : whilst the ” paper 
standard i)osscsscs the great advantage that it allows of can adjust- 
ment of the exchange to the level of costs instead of forcing the 
level of costs into adjustment wdth the rate of exchange,” yet “a 
universal paper standard would cither imply that the exchanges 
of all countries are kept at par ” with those of some great centre, 
“ which would force on all the world’s countries, except one, the 
necessity of adjusting costs to the exchange; or it would mean 
that every rate of exchange shoidd be allowed to fluctuate in terms 
of every other ; a condition of chaotic economic nationalism quite 
inconsistent with a rational development of Avorld economic affairs.” 
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To that opinion I still adhere, but I hope I may say here that I am 
quite cognisant of the immediate difficulties which adherence to a 
fixed exchange may inflict upon a raw material producing area, or, 
for the matter of that, upon a manufacturing country as well.^ 
Professor Copland rightly says that Sir Otto Niemeyer and myself 
“ counselled caution in exchange policy.” There is some danger 
that readers of his article may overlook that, in my opinion, I 
argued not for inflexible adherence to a fixed cxcliange, but for 
delay on the ground that the fact that the greater part of the 
present exporting season is over whilst the P>ritish price level is 
likely to be exposed to quite novel influences in the near future, 
makes it desirable to wait for some time, even if on balance ta 
change in the rate is considered dcsiral)lo.” I cannot see that it is 
illogical to argue that (a) rising prices al)road might make the 
alteration of exchange unnecessary, but that (b) oven if an altera- 
tion in the rate took place, the net benefit to the producing interests 
owing to the repercussions on costs, might be less than was 
anticipated. It is easy enough to point triumphantly to the 
experience of a further six or ten months, and insist that 
world prices have not risen ; but, in fact, at the time when I was 
writing originally the Economist general index (Sept. 8, 1931 = 
100) had risen by nearly 11 per cent, and the index of Primary 
Products l)y nearly 2 1 per cent. 

(5) Professor Copland accuses me of “ flat contradiction ” 
when I state that ‘‘ the existence of a surplus of £7,000,000 in the 
bcdanco of trade for the first eleven months of 1931 robbed of a 
great deal of its v. eight the argument that the present exchange 
rate seriously over-valued the New Zealand pound.” Apart 
from the substitution of the words ‘‘ greal deal ” for a “ good 
deal,” 2 Professor (A)pland has missed the whole point of the 
paragraph to wliicli ho alludes. The iK:)inl at issue between us is 
not whether I deny the existence of over-valuation, but wdiether 
the degree of ov('r-v aluation existing at the moment when I was 
writing had seriously embarrassed the export trade of Nenv 

^ TJiat a rise in \Vi)nld iminodiately boivfil ('xporlors was, of oour^o, 

expressly poiidcul out by me in tho first paragraph of my opinion. 

® Since this is a matter of somo importance, I quote tho whole paragraph 
(No. 14) as I originally wrote it : “ Tho argument tliat tho prosont rate of 
exchange seriously over-values tho Now Zealai\d pound loses a good deal of its 
force in tho light of tho trade figures from which it appears that for tho first 
eleven months of lOIll tho cninulativo balance in hwoiir of Now Zealand is 
£7,000,000 — ‘ a vast improvement on tho figure for a similar period of 1930 of 
only £500,000 ’ ” (Monthly Abstract, December 1931, p. 3). In justice to Pro- 
fessor Copland, it must bo pointed out that tlio quotation from tho oflicial 
abstract did not appear in tho piibli.shod extract from my opinion. 
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Zealand and/or had seriously over-stimulated imports. In his 
anxiety to discredit mo, Professor Copland has made use of an 
argument which leaves the question of fact where it was. It was 
open to him to argue that the rationing of imports deprived the 
statistical facts of the importance which I thought they possessed : 
he chooses to assert that I deny the general argument that over- 
valuation is detrimental. I may have been misled by the over- 
optimism of an official statement; Professor Copland, if I may 
say so, has been misled by the zeal of controversy into a serious 
misrepresentation of my position. 

(G) Professor Copland again accuses me of inconsistency in 
the view which I take of the possible reaction of a rise of exchange 
upon the level of wages and interest and rent in New Zealand. 
Here there are two issues, (a) as to w^hat I actually asserted w ould 
follow upon a rise of exchange in Now Zealand, (d) tlie consistency 
of these assertions with what I previously wrote about the British 
situation. 

(а) Professor Copland does not go so far as to maintain that 
I said that these costs would rise in the short run : I only “ gave 
encouragement’’ to such view%s, althougli later on I am accused 
of ‘‘ giving credence ” to popular fallacies. As regards wages, 
wdiat I actually said w^as that “ if farmers’ sale ])roceeds go up in 
consequence of exchange falling, and if at the same time the 
prices of imports are forced iq)wards, it seems inevitable that 
wage level will cease to fall, and if the pressure on real w^ages 
becomes marked, for money wages to go up again.” As regards 
other costs, I argue that the popular argument that “ the primary 
producers will permanently better off through the reduction in 
the real burden of interest and analogous charges . . . can easily 
be pushed too far.” I expressly allowed for a time lag, but 
argued that, in a period of rising prices, interest rates tend to go 
up, owing to the desire of lenders to jirotcct themselves against 
loss. 

Here, again, it is perfectly legitimate for Professor Copland 
to argue that I have exaggerated the danger of a rise of prices 
taking place. But he does not allow for the fact that a falling 
sterling value of the New Zealand pound is itself a reason for the 
export of capital from New Zealand and a deterrent to investment 
(unless the loan is made in terms of British pounds) in Now 
Zealand, a double movement likely to have some effect on the 
level of New Zealand interest rates. 

(б) Professor Copland remarks, that my views on costs under 
a higher rate in New Zealand, “are in strange contrast to 



1932] NEW Zealand’s economic difficulties 


655 


what ho has written on tho samo problem in Great Britain.” The 
reference is to Chapter IV of my Gold Standard ; and the 
general nature of that reference would inevitably leave in tho 
reader s mind tho impression that here is another case of gross 
contradiction. 

I would begin by pointing out that the position of Now Zealand 
is not, as a matter of objective fact, by any means necessarily the 
same as tho position of Great Britain. The general feature of this 
depression (as indeed of previous ones) is that raw material prices 
have fallen much more markcflly than the prices of manufactured 
articles. It follows that a given fall of the exchange may influence 
the absolute costs of imports more in the raw material country 
than the cost of imports in the manufacturing country. Great 
Britain, moreover, is in a position to divert her demand for raw 
materials and food-stufTs over a wide area, and since tho deraaiul 
for such materials (and especially food-stiiffs) is inelastic in the 
short run, there is considerable reason to suppose that Great 
Britain can throw upon the raw material producing areas a part 
of the l)urden of the depreciating exchange. Such x>ossibilitics 
are by no means equally open to a country such as New Zealand. 
Even if I took a different view of the position of costs in the two 
cases, there would not necessarily be anything “ strange ” about 
the matter. 

I have, however, carefully re-read tho chapter to which 
Professor Copland refers in the light of the criticisms ho has 
])assed upon me. I find myself, on page 70, expressly referring 
to the circumstance that “ to the extent that foreign raw material 
is irreplaceable and that food im 2 )orts from abroad must bo relied 
upon, a fall in the exchange must result in a narrowing of the 
advantage derived from going off the gold standard, for the fall 
in the exchange must sooner or later, and sooner rather than 
later, bo reflected in a rise of British costs.” On i)age 71 I say 
that the British manufacturer’s advantage will diminish if 
through tho rise in the cost of im})ortcd food stuffs, or other 
elements in the cost of living of his work-people, his wage charge 
increases, or if, through the indirect effect of the fall in exchange 
on his other costs, his total costs rise.” On page 75, after express- 
ing my general opinion that last October the exchange was under- 
valued, I find myself stating that tho possibility of an improve- 
ment in sterling exchange ‘‘ is subject to one assumption of 
fundamental importance, viz. that monetary policy will bo directed 
towards preventing a rise in the general level of prices and of 
money incomes. An inflationary policy, whether due to the 
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exigencies of Governmental finance or to the pressure of business 
opinion, would, of course, alter the position altogether.” Tt is 
true that after citing the now well-known calculations of Professor 
Bowley, I say that “ it appears reasonable to suppose that if the 
rise in food prices is not likely to be more than, say, 4 per cent, to 
10 per cent., no direct pressure on the Avage level Avill be exerted 
for some time to come, so that . . . the British Avage level is not 
likely to rise ” (page 74). I think, hoAA^ever, that any candid 
reader Avould be constrained to read this last sentence in the light 
of the context, and not think that 1 commit myself to a i)rcdiq,tion 
that, under no jnatter Avhat level of exchange, British Avages AviJl 
not rise. I have no desire Avhatevcr to evade the issue ; but I 
must be permitted to say that in my opinion my remarks do not 
deserve the charge of strange inconsistency Avhich Professor 
Copland has levelled against me. 

(7) There is one final point in Professor Copland’s article to 
which it is ])erhaps desirable for me to refer, lie remarks (page 
377, note 1) that I had “ nothing to say . . . about the ultimate 
eiTccts of the pegging of exchange and the over-valuation of a 
currency.” In the first place, apart from the cllect of an un- 
balanced budget u])on the level of Ncav Zealand costs and prices, 
my Avholo argument Avas based upon the ]>ossibility of a further 
rise in the sterling le\xi of ])rices and upon the diminution, there- 
fore, of the existing level of over- valuation. In the second 
place, I Avas asked to express an opinion upon the desirability of 
an immediate rise in exchange, to Avhich I gave what I hope is not 
in itself an unreasonable reply; Avhy not wait to see how sterling 
prices develop ? But if Professor Copland desires mo to ex])ress 
an ojmiion in Avhat should I;e done ultimately, I am cpiite ])reparod 
to agree that (a) if it is impossible for New Zealand costs to fall 
further, (6) if it proves that sterling and/or gold prices continue 
to fall sharj)ly, then the present level of New Zealaml exchange 
may have to be altered. But, believing as I then did, and still 
do, that the disj^roportioiiate fall in raAV material prices is a feature 
of the depression AAdiich will disappear Avith the dej)ression, and 
believing also that the British position Avas and is one which makes 
a rise rather than a further fall of sterling prices probable, I 
desired to avoid the psychological and other difficulties associated 
Avith the removal of the peg if it was at all possible so to do. 

T. K. Greoory 

London School of Economics, 

Nov. 19, 1932. 
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Decreasing Costs : A Note on the Contributions 
OE Mr. IIarrod and Mr. Allen 

“ It is thus a suincicnt coudition of equilibrium that costs 
should rise for increasing quantities of outi)ut. ... If it bo 
supposed that in a firm costs other than competitive marketing 
costs are falling . . . but that the rise in the latter [marketing 
costs] more than oil sets the fall in the former [non-marketing 
costs] . . . the total cost schedule (old type) is a rising one.” 
That seems obvious enough, and it must have seemed quite 
obvious to ]\lr. Harrod when he wrote these words. ^ It is the 
purpose of this note to suggest that it is no less obvious to-day 
than it was at the end of 1031, and that there was no need for Mr. 
Harrod, in his reply to Mr. Allen in the last number of the 
Journal,- to throw suspicion on the generality of his conclusion 
by inventing a special case, of a peculiarly arbitrary nature, to 
subject to i\lr. Allen’s mathematical apj){iratus. It is not merely 
“ in the conditions postulated [by Jlr. Harrod in his reply to Mr. 
Allen that] the downward gradient of the non-marketing cost 
curve may be as great as, ljut must not be greater than, the 
upward gradient of the marketing cost curve,” but in any conditions 
whatsoever. It does not require mathematics to prove this, but, 
on the other hand, if mathematics is to be employed, it is just as 
easy to investigate the general case as the special cases invented 
by Mr. Allen and l)y Mr. Harrod. 

I n the course of his mathematical translation of Mr. Harrod’s 
original tirticle, ^Ir. Allen apparently found it necessary to make 
a special assum])tion about the behaviour of marketing costs. 
“ For simplicity,” ho wroto,^ “ take the marketing expenses of 
each source as a. function of the ratio of the source’s individual 
output to the total output.” Mr. Allen was then able to obtain 
the condition which must Ijc satisfied if a iirm that is earning a 
130sitive profit is to bo in equilibrium; and translating it back 
into English, Jlr. Harrod was somewhat perturbed to lind ^ that 
it amounted to saying that (the rate of fall of a\'erage non-market- 
ing costs) must be less than (the rate of increase of aggregate 
marketing costs) divided by (the firm’s output). It is difficult 
to glean anything without further elucidation,” ono must agree 
with ]Mr. Harrod ; and the conclusion does not a(‘(5ord with Mr. 
Harrod’s common-sense statement, cpioted at the opening of 
this note. So Mr. Harrod set about to make a different assunip- 

* Economic Journal, Decomber 1931, p. 508. 

* Ibid., September 1932, p. 491. 

» Ibid., Jim© 1932, p. 324. * Ibid., September 1932, p. 490. 



658 


THE ECONOMIC JOT7BNAL 


[dec. 


tion from Mr. Allen’s, though an analogous one — an arbitrary 
assumption, Mr. Harrod admitted, but “ more probable,” he 
claimed, than Mr. Allen’s arbitrary assumption. He assumed 
that average, instead of aggregate, marketing costs wore a function 
of the ratio of the firm’s output to the industry’s output; and 
making use of Mr. Allen’s mathematics, and adding some of his 
own,^ he was then able to arrive at the conclusion which has already 
been quoted. But it would really have been simpler for Mr. 
Harrod — or for Mr. Allen, for that matter — to have worked out 
the perfectly general case, in which nothing is known about the 
behaviour of the marketing costs. Xr being the output of the 

firm, and x the output of the industry, Mr. Harrod wrote 

for the average marketing costs of the firm. Ho might equally 
well have written, quite generally, Ar{:tv, x, z), where z represents 
any variable relating to the industry, such as Mr. Harrod’s stale 
of devmid, which is not covered by x,^ 1 le would then , proceeding 
exactly as before,^ have reached the general conclusion that 

, - > — \ where Fr(xT,x) is the average non- 

CXr (jXr 

marketing cost of the firm. Or, in other words, ‘‘ the downward 
gradient of the non-marketing cost curve may ))o as great as, but 
not greater than, tlic upward gradient of the marketing cost 
curve,” not only “ in the conditions iiostulatcd ” by Mr. Harrod 
in his note, but in all conditions. 

]3ut what then of the conditions postulated by Mr. Allen in his 
note? k'or Mr. Allen certainly reached a di/rcrciit conclusion. 
The fact of the matter is that Mr. Allen made a slij). In stating 
the condition that tho linn shall earn a positive profit, Mr. Allen 
in elTect wrote ^ TTr <p, where TTr — Fr{Xr) is the average non- 
marketing cost, and p is the jirice of the j^roduct. But Mr. Allen 
was forgetting tho marketing costs, and he should have ^vritten 

^ aggregate marketing cost 

^ Economic Journal, Soptembor, 1932, p. 491. 

2 So long os tho industry’s output is completely detorminod by tho state of 
demand, z can be omitted. Mr. Ilarrod’s dilliculty about drawing a supply 
curve that sliall bo independent of the demand curve (Economic Journal, 
December 1931, p. 508) is then dfjprivod of its force. It is true that tho position 
of the firm’s cost curve depends on tho industry's output, because markoting costs 
depend on tho slate of demand, but this is tho/ainiliar case of external economies, 
and need cause no difficulty. 

® In fact, more simply than before; for ho would have been spared tho 
awkwardness of differontiating a function of 

* Economic Journal, June 1932, p. 325. 
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(in accordance with Mr. Allen’s arbitrary assumption). In fact, 
Mr. Allen ought to have written down the same inequality which 
Mr. Harrod, “ proceeding on the lines ot Mr. Allen’s argument,” ^ 
wrote down three months later as being derived from Mr. 
Allen’s own treatment. And instead of concluding that 

— FT{Xr)<, — ( '-\ Mr. Allen would have arrived at the 
xxr \ a; / 

condition that 



or, in other words, that 

^^r(Xf) d f \ I /Xi 

dXr dXr I Xf \xJ )’ 

But this is merely the mathematical expression of Mr. Harrod’s 
common-sense conclusion. It would have caused ]\lr. ilarrod no 
perturbation ; indeed, instead of feeling obliged to invent a special 
case in order to demonstrate that his conclusion Avas not always 
wrong, he Avoiild have been reassured to find that mathematics 
was capal)le of verifying in one particular instance the validity ot 
his general proposition. 

So much for the Higher Mathematics. We may now return to 
the orthodox route, which is more direct and at the same time 
less treacherous. Under the conditions of perfect competition 
that arc being ])ostulated, a firm’s marginal cost is equal to the 
price of the product. If the firm is earning a positive prolit, the 
price must exceed its aAxwage cost, it follows that its marginal 
cost exceeds its average cost, and so, by a familiar princi^de, 
that its average cost must rise as its output increases. We 
now divide the fii’in's costs into two categories : — non-marhelimj 
costs and marhelimj costs. And thus Ave obtain ]\rr. Ilarrod’s rule 
that if average non-marketing cost is falling as the firm's output 
increases average marketing cost must be rising at an equal or a 
greater rate. 

But it must be understood that no particular mystery attaches 
to this segregation of marketing costs into i\ separate category. 
We may divide up total costs in any Avay that takes our fancy, 
and the same rule Avill ap})ly. Thus, following ^Ir. Robinson, aac 
might divide a firm’s costs into technical costs and managerial 
costSt and it Avill then follow that if average technical cost is falling 
average managerial cost must bo rising at an equal or a greater 
rate (for a firm in equilibrium that is not making a loss). 

^ Economic Jouknal, September 1932, p. 491. 
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But Mr. Harrod has, of course, a definite purpose in separating 
out the marketing costs. The point made by Mr. Ilarrod is that 
marketing costs depend not only on the output of the firm but also 
on the output of the industry : the marketing cost of a given 
output falls as the demand for the industry increases. In other 
words, Mr. Harrod has discovered a very beautiful example of 
external econmnies.^ Now in the ordinary case of full equilibrium 
(with normal profits), any degree of external economy^ no matter 
how small, is adequate to provide conditions of falling supply 
price to the industry. And if Mr. Harrod had been discussing 
full equilibrium he would have concluded that the mere existence 
per se of these marketing costs was sufiicient to explain the 
phenomenon of falling supply price to an industry, quite independ- 
ently of whether or not it was accompanied by conditions of falling 
non-marketing cost to the individual firm. But Mr. Harrod was 
not discussing full equilibrium. He appears rather to have in 
mind the case aaIicio the number of firms is fixed. Now if the 
number of firms is fixed and there are no external economics, 
conditions of increasing supply price must necessarily prevail — 
for marginal costs are rising. In order tluit sui)ply price shall bo 
falling for the industry it is not sufficient tliat some external 
economies shall be attainable, but the ec.onomies must bo of a 
sufficient magnitude. AVhat Mr. Harrod has done is to determine 
the condition for falling sui)ply price when the economics are 
exhibited by liis marketing costs. By an ingenious argument 
ho has demonstrated that the condition for falling supply price 
to the industry is the existence of falling non-marketing cost to 
the individual firm.^ 

But there is a fundamental difficulty about Mr. Harrod’s 
treatment that remains to bo discussed . Is it legitimate to ascribe 

^ If tho marketing costs dopond on the slate of demand as well as on the 
industry’s output and if tho industry’s outx)ut is not unicjuoly detorininod by the 
stato of demand, tho economy is of a loss simple typo than that usually considoroil 
(cf. footnote above). 

* Economic Jouhnal, Docombor 1931, p. 509. Mr. Harrod bases liis con- 
clusion on tho assumption that tho marginal marketing cost of soiling in a given 
“ sphere of influence ” is independent of the output sold in the Arm’s territory. 
But when aggregate demand expands (so that tho output sold by a Arm in its 
own territory increases), tho density of demand on its frontier becomes greater. 
It follows that tho Arm does not have to push back its frontier as far os before 
in orrler to sell an extra unit of output, and consequently marginal marketing 
cost is loss than before. Mr. Harrod seems, therefore, to bo somewhat under- 
stating his own case : conditions of falling supply price to an industry are actually 
compatible with the existence of rising non-marketing cost to tho Arm, provided 
that tho rise is sufAciontly gradual. 
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conditions of perfect competition to an industry which is subject 
to Mr. Harrod’s marketing costs ? Surely the very fact that these 
marketing costs are incurred demonstrates that the market is 
imperfect? The assumption made by Mr. liarrod, and by Mr. 
Allen, ^ that the demand for the individual firm is perfectly elastic 
is hard to reconcile with ]\Tr. Ilarrod’s statement that “ any 
attempt to push out into the competitor’s territory is attended with 
rising marketing costs per unit of sales.” ^ If a firm can increase 
its .sales to any desired extent by an infinitesimal reduction of its 
price, why should it go to the expense of incurring Mv. Harrod’s 
marketing costs ? ® 

But this is a criticism of Mr. Ilarrod’s method of exposition, 
and still more of Mr. Allen’s more rigid treatment, and it does not 
really affect the importance of the results. Hie economy of 
large-scale industry wdiich marketing costs provide is just as 
important in an imperfect market as it w^ould ])e in the hypothetical 
case of a perfect market. All that it is necessary to do is to effect 
a reconciliation bctw'ccn ^h\ Ilarrod’s account of w'hat would 
happen in a perfect market if there ivere marketing costs with an 
account of what would happen in an imperfect market when there 
are no marketing costs. 

R. F. Kahn 

King's College^ 

Ga mhrklge. 


Official Papers 

21ie Koad-Nail ('o?ifere7ice Be port 

In order to settle many questions in dispute belw een the rail- 
way companies and the owners of road motor goods waggons the 
Minister of Transport appointed a Conference consisting of four 
railway managers and four I’epresentatives of road organisations, 
with Sir Arthur Salter as Chairman. Within a few' weeks the 
Conference agreed on a unanimous report, w hich may be regarded 

1 Mr. Alien admits the nece.ssity for excluding advert Uement charges from 
Mr. Harro«ra marketing costs (Economic Jouknal, Juno 1932, p. 324, note), 
but I cannot sco any relevant ditfereiico between “ advert iaoinent charges, on 
the ono hand, and, on tho other hand, Mr. Allen's “ transport charges and, 
perhaps, a fow otlw^r items.” 

* Economic Journal, Decomber 1931, p. 567. 

® Cf. Pigou’s Kconomics of Welfare, p. 198, note. 

^ lleport of the Conference on Rail and Itoad 't ransport, 29th July, 1932. 
H.M.S.O. Is. 3d. net. 
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as one of the most valuable statistical documents published in 
recent years. Its recommendations, if adopted by Parliament, 
as one may expect, promise (1) additional revenue to the Chan- 
cellor of the Exchequer, (2) lower expenditure to county and 
borough councils, and (3) rehabilitation of their finances to the 
four great railway groups. Further, the report is the first 
scientific discussion of the principles which should be applied to 
the taxation of road motor vehicles, a subject strangely neglected 
hitherto by the House of Commons and the Ministry of Transport. 
Of course a unanimous report must have involved compromise, 
but unanimity has been secured by facing difficulties and getting 
down to facts, not by avoiding them. Indeed more than half this 
slim volume of 85 pages is taken up by elaborate calculations and 
statistical tables. In one direction the report continues and 
completes the work of the Itoyal Commission on Transport, but 
the Conference was concerned with goods transport only, although 
its recommendations, especially those dealing with the basis of 
taxation, certainly involve (as Section 134 admits) a revision of 
the contributions to be made by other classes of vehicles, such as 
the heavier kind of coach or omnibus. 

Three questions were set to the Conference by the Minister of 
Transport : — (a) the contributions towards the cost of roads 
which are made, or should be made, by the different classes of 
motor vehicles ; (h) the regulations that should be applied to goods 
transport by road and rail ; and (c) measures which may equalise 
conditions between the two sides of the goods transport industry, 
with adequate safeguards for the community. The Conference 
did not invite witnesses either from the transport interests or from 
liighway authorities, but it received and considered wi*itten 
statements. 

As a result of the development of the petrol engine our roads 
are now predominantly used by motor vehicles. These have 
caused additional travelling and goods transport ; they have also 
diverted much traffic from the railways. In some cases the road 
is intrinsically more suitable, i.e. it is more convenient, or it is 
really cheaper when every allowance for full cost is made. But 
where the commercial motor docs not pay its fair share of road 
costs, or is free from the restrictions imposed by Parliament on 
the railways, ‘‘ some of this diversion may be both economically 
unsound and socially undesirable.” A calculation on p. 10 gives 
£04 million as the annual cost of railway tracks, all of which falls 
on the railway shareholder. On the basis of actual expenditure 
during the last five years the Conference reckons the expenditure 
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on roads, i,e, on the motor vehicle’s permanent way, at £60 million 
a year ; and this is the figure which it proceeds to allocate between 
the various classes of motor vehicles. Railway rates, it is well 
known, are not based on the “ cost of service,” but on “ what the 
traffic can bear,” just as a doctor charges a higher fee to his richer 
than to his poorer patients. If road vehicles skim the cream off a 
railway’s traffic, leaving it with the heavy and ])ulky goods which 
pay a low rate per ton, the railway may have to raise its rates for 
such traffic, thereby throwing a new burden on our depressed 
heavy industries. 

Roads are used by others than motor drivers, who make no 
payment for them except through rates and taxes ; this may be 
called the “ community use.” "J'hcn again, there is the “ legacy 
from the past ” in the shape (1) of the road system existing before 
the motor era, and (2) of the heavy capital expenditure in road 
improvements during tlie present century. Neither value can be 
calculated even roughly, so the Conference has agreed to treat the 
two as cancelling each other. Policing and recoverable expenditure 
are also taken as cancelling each other, so we arc left with the 
sixty millions a year. 

What is the best basis for a distribution of this sum among 
various classes of motor vehicles ? Petrol consumption is 
evidently one factor, and gives a measure of the use and wear of 
the roads by vehicles of the same type, but it does not serve so 
wellfor different classes; a second criterion is ton-miles. Finally, 
the Conference decided to combine petrol consumption with ton- 
mileage, and to add something extra for very heavy vehicles. A 
combination of these factors, worked out in the statistical tables 
at the end, allots £23,848,000 to commercial goods vehicles and 
£36,152,000 to all other mechanically-propelled vehicles. But a 
further correction is made for speed and the unlimited franchise 
of the road permitted to passenger vehicles, so the final allocation 
is £231 million to commercial goods vehicles, and £36 i million to 
all the rest. 

Next the Conference considers how the £231 million should bo 
divided among different kinds of goods vehicles. The report says 
sharply that ‘‘ the present basis of contribution is obviously in 
certain respects obsolete and inadequate.” Vehicles driven by 
steam, electricity, or fuel oil (and, I may add, town gas) escape 
the petrol duty. Again, the scale of licence duties increases with 
tonnage, but stops at 5 tons unladen ! This is an anomaly which 
the Conference is particularly anxious to abolish, since it “ gives 
a preferential advantage to just that type of vehicle which our 
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evidence shows to involve disproportionately high road ex- 
penditure.’’ Why is it, one may ask, that the Ministry of Trans- 
port and the Treasury have allowed this anomaly to continue for 
so many years at the taxpayer’s expense ? Scales of licence duty 
arc put forward for the various classes of vehicles. Farmers will 
pay least, with £64 instead of £25 for a 9J-ton petrol lorry, and 
£132 for a steam-driven lorry. Showmen will pay £98 instead of 
£30 for a petrol lorry weighing 9i tons, and £156 for a steam-driven 
lorry. 

Ordinary users will find their duties rising sharjdy after 3 tons ; 
the duty doubles for a 51-ton petrol lorry and rises to £282 (hard- 
tyred) and £226 (pncuinaiic) for 91 tons against £60 and £48 at 
present. Vans and loiries which escape the })etrol duty will in 
future pay very steeply-graded licence duties. Even the smallest 
Diesel oil or steam-driven vehicle will pay about double, wliile the 
91-ton lorry will pay £388 (hard tyres) if driven hy heavy oil, and 
£212 if driven by steam. Tractors, which may draw tliree 
trailers as big as lorries, get off rather ehcaidy with £155 instead of 
£50 for 9 tons petrol-driv('n, or £275 if steam-driven. All other 
vehicles may draw one trailer on paying £10 instead of the present 
£6. Docs not this last provision oiler a loopliolo of escape from 
the increased duties on the heaviest vehicles? Electric veliicles 
arc not very numerous or important, they are asked to i)ay about 
three times as much as at present. 

On the basis adopted by the (yonfereiico pi*i vate cars and motor 
cycles would pay less than at present, but the Conference docs 
not use this fact to relieve the charges falling on commercial 
vehicles. As a concession to the railways, the Conference would 
relieve them of two obligations : (1) to maintain road surfaces of 
l)ridges carrying roads over railways, and (2) to publish rates in 
regard to their regular road transport services, so long as no 
similar obligation rests upon hauliers in general. 

This bi'ings us to the Hurd ])art of the Report — regulation and 
licensing. Railways arc subject to “ an extensive and often 
meticulous system of regulation and supervision,” which covers 
not only rates but wages and conditions of work. Hen? the 
Conference would rather impose restrictions upon road vehicles 
than relax them on railways. It would make motor owjkts 
observe proper conditions as to wages and work, and also as to the 
fitness of their vehicles. Next it would have separate licences for 
“ hauliers,” who convey the goods of others, and for “ ancillary 
users,” who carry tlieir own goods or materials. Ancillary users 
would be prohibited from carrying any other goods than their own 
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whether for reward or reciprocal service, except as regards 
vehicles licensed only within a radius of ten miles. 

New restrictions arc proposed on the analogy of those already 
applied to coaches. The licensing authority may refuse a 
“ haulier’s ” licence (but not an “ ancillary ” user’s) if it thinks 
the existing facilities adequate or if it fears road congestion. 
Evidently the Conference looks forward to more co-operation not 
only between railways and road organisations, but between these 
two and traders or merchants, so that the latter would “ resort 
more to them and less to the employment of vehicles of their own,” 
Power should be given to exclude any vehicles from roads wiiich 
are not constructed to bear their weight. 

As a general principle the Conference agrees with the Royal 
Commission on Transport, that it is “ not in the national interest 
to encourage further diversion of heavy goods traihe from the 
railways to the roads ” ; it also agrees that the Minister of Trans- 
port should be authorised to prohibit, in future, the transfer of 
unsuitable traffic to the roads. But clearly the Conference relics 
for a fairer distribution of traffic between the two parties on its 
increased licence duties, wJiich are to be i)aid for the heavier road 
vehicles. In other words, if railways and road vehicles have to 
pay their own expenses, traffic will go by the service which is really 
the cheaper. Nevertheless, the Conference hopes also for a 
better division of function “ through the deliberate effort of those 
engaged in road and rail traiis 2 )ort to co-ordinate their services.” 
And again (Section 129), it hopes that hauliers and railways will so 
organise their services “ that in collaboration they can attract the 
public to resort to them for all classes of traffic in which large-scale 
organisation has great advantages.” 

At the end of the re])ort will be found elaborate statistical 
calculations, on which the proposed licence duties arc based. 
These explain why the new^ scales given in the body of tlie re 2 )ort 
do not increase symmetrically. Why, one may ask, should 
Covernment vehicles be exennit from licence duty, if the duty is 
meant to be a payment for the pcTinanent w ay without wiiich the 
vehicle would bo useless? If they do not pay, they are just as 
much subsidised as if the waiges of their drivers and mechanics 
were paid by the county councils. Essays might be written on 
the question — How far should the licence and petrol duties paid 
in respect of road motor vehicles be regarded as taxation and how 
far as payment for facilities provided by local authorities ? 

J. E. Allen 
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Guide to Current Official Statistics. Vol. 10. Pp. 257. (H.M.S.O. 

Is.) 

Each year sees the publication of a wide range of Government 
surveys, returns and reports on all kinds of subjects of inter- 
national, national or local importance. Hundreds of these con- 
tain statistics which arc constantly needed by persons engaged in 
the study of some question on which authoritative information 
is essential. In the absence of a systematic index to this vast 
store of statistical material, the individual inquirer would find 
it very difficult to discover which official publications contained 
precisely the information he required. The necessary clue is 
provided by the annual Guide to Current Official Statistics^ which 
contains not only a list of the titles and prices of the statistical 
volumes issued by each Government Department, but also an 
alphabetical index of their contents, with particulars of the degree 
of detail in which the subject is treated and the time and jdace to 
which the statistics relate. Volume Ten of this Guide has just 
been issued, and may be obtained direct from the sale offices of 
H.M. Stationery Office or through any bookseller. 


OBITUARY 

William Pember Reeves, 1857-1932 

William Pember Reeves was born in Cluistchurch, New 
Zealand, in 1857, within the first decade of the Canterbury 
Settlement. Although the physical environment was crude — 
Christchurch was not then the pleasant English-seeming town 
it has since become — ^Reeves grew up in a vigorous intellectual 
atmosi^here. The pioneers of the Canterbury settlement were 
uncommon men and women, and Christ’s College and Canterbury 
College, where Reeves attended some lectures, were in the first 
flush of their early enthusiasm. Throughout a varied career, 
Reeves was greatly influenced by this early environment. The 
variety of his interests and avocations developed naturally from 
the life of the small community in which he played a significant 
part. He represented Canterbury at cricket and Rugby football, 
wrote amusing political verse and some of the best poetry New 
Zealand has yet produced, and followed keenly the socialist 
thought that ran through much of the literature of his youth. 
Never a systematic economist, he drew his social philosophy 
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primarily from literature and from the experimental environ- 
ment of a young country. 

It is probable that his name will always be linked with certain 
State experiments in the field of labour relations, and particularly 
with the principle of compulsory arbitration in labour disputes. 
But the arbitration system, which he himself regarded as an 
experiment, was only part of his political programme, as his 
political interests were only part of his lifc-worlc. He was a 
successful journalist before he became a politician, and, as first 
Director of the London School of Kconomics, and later as Chair- 
man of the National Bank of New Zealand, he was conspicuously 
successful in widely different spheres of activity. Indeed his 
strength lay largely in the variety of his interests. While he 
was still High Commissioner for New Zealand in London he was 
active in the Fabian Society and several early tracts bear obvious 
marks of his handiwork. His interest in Near Eastern affairs 
won him an honorary degree at Athens and a G reck order. Besides 
his sociological books he continued to write verse of a high standard 
and he was one of the most acceptable after-dinner speakers in 
London. 

His contributions to economics lie in the s])here of practical 
experiment and accurate description and in the broadening of 
the field of economic and political education rather than in 
systematic theory. The apparent success of the New Zealand 
experiments in State Socialism in the ’nineties came opportunely 
for the vigorous Socialist movement of that time, llecvcs was 
not only the chief inspiration but the recognised expositor of 
these experiments. It is interesting to speculate what influence 
his arrival in lAuidon in 1806 had upon economic thought in 
Great Britain and particularly upon the intellectual allies of the 
Labour Tarty. As Director of the London School of l^conomics 
and Political Science for the first twelve }'ears of its existence 
and a Senator of the University of London for an even longei’ 
})eriod, his influence naturally lay in the direction of linking 
theoretical teaching witli practical affairs. The co-ojdination 
of the other social sciences with economics, the fostering of 
studies ill applied economics, and the encouragement of overseas 
students are perhaps distinctive marks of his influence. 

Uis practical experiments on the whole have worn well. The 
lapse of time places them in truer perspective, llceves was 
never a doctrinaire Socialist. It is doubtful whether Marx ever 
meant much if anything to him. He was never even a member 
of the Labour Party, but always remained a Liberal and follower 
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of the principles laid down by that true Gladstonian, Sir George 
Grey, the pioneer of liberal thought in New Zealand. Reeves* 
Socialism, from the publication of his first articles in the Lyttelton 
Times, was always of the Utopian variety, dra^ from More, 
Campanella and ultimately Plato. It was indeed derived from 
a humanist outlook, and in Reeves’ mind, his work as Minister 
of Education, and of Justice, ranked at least equally with his 
experiments in State Socialism. In the field of labour relations 
he built up a code of factory legislation that was a model in its 
day and he made equal contributions to land settlement and 
taxation, rural credit and co-operation. Though these were 
fields in which he was not technically expert, it was his philosophy 
that lay behind the Liberal Labour jirograinme in the ’nineties. 
A later New Zealand, which has profited materially by his broad 
vision, tends to concentrate criticism (somewhat doubtfully) 
upon the arbitration experiment and forget his humanist outlook. 

His economic writings bear all the marks of careful workman- 
ship. The Long White Cloud took its place immediately as an 
authoritative and brilliantly written social history of his native 
land, while State Experiments in Australia and New Zealand 
remains the authoritative technical exposition of the State 
Socialist experiments. His descriptions of experimental legisla- 
tion were written from inside knowledge by one who more than 
any other saw them as logical parts of a consistent prograinme. 
A hyper-critic may occasionally detect the fact that inside sources 
of information and “ close-up ” views do less than justice to 
some of the external forces at wwk outside oHicial circles ; but 
Reeves as an author was remarkably detached from Reeves as a 
statesman. Since by far the greater part of the information 
given in successive volumes describing New Zealand economic 
life in the ’nineties was derived directly or indirectly from him, 
his modesty and detachment have tended to obscure tlie real 
importance of his statesmanship. He wu-ote not only with 
distinction and charm of style but with great care. In the final 
edition of The Long White Cloud, in particular, he lavished much 
care on the pen-portraits of the men he had known, so that the 
book became not only a classic description of social progress 
but also a dictionary of national biography. 

To younger men his generosity and courtesy never failed. 
No trouble was too great and no demand too difficult. Those 
who worked after him came to jealise that his strength lay not 
only in the charm and urbanity with which he moved easily 
from a frontier community to metropolitan life, and his unusual 
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combination of learning, wit and practical shrewdness, but in 
the depth and sincerity of his humanity. lie did not parade 
his passion for social reform in the truest sense of that vague 
phrase, but it lay behind all his thought and activity. 

J. B. CONDLIFFE 


Sir Bernard Mallet 

Sill Bernard Mallet, who died on October 28th, at the age 
of 73, came of a family with a tradition of service to the State and 
of interest in economic studies ; thus his grandfather lield a post 
in the Audit Office and was a friemd of Ricardo, while his father 
was Permanent Under-Secretary of State for India. These 
traditions were upheld by Bernard Mallet, who entered the 
Foreign Office in 1882 and was subsequently transferred to the 
Treasury. He w'as made a Commissioner of Inland Revenue 
in 1897 and Registrar-General in 1909, which latter post he held 
until his retirement in 1920. 

His official duties brought him into touch with economic 
problems and, like his father and grandfather before him, he was 
a member of the Political Economy Club. For a great many 
years he w^as secretary of this club, and in a remarkable degree 
the centre of its activities. From 1916 to 1918 he was President 
of the Royal Statistical Society. It was during his tenure of the 
office of Registrar-General and with his active encouragement 
that the late Dr. Stevenson, his chief assistant, carried out the 
admirable investigations into dillercntial fertility ivhich have 
placed this country in a leading j^osition in the study of that 
difficult and important ])roblem. Moreover, it fell to him to 
perform during the w^ar certain additional tasks, such as the 
national registration of 1916, all of which were admirably accom- 
l)lishcd, and in recognition of which he was created K.C.B. 

After his retirement Bernard Mallet took an active part in 
various movements designed to promote, the study of, and arouse 
interest in, population problems, lie was Pj-esident of the World 
Population Conference held at Geneva in 1927, as a result of 
which the International Union for the Scientific Investigation of 
Population Problems was inaugurated. In 1928 he became 
President of the Eugenics Society and held that post at the date 
of his death. No more appropriate Prc'sident could have been 
chosen, since, as related above, it was in jiart due to him that 
data on a largo scale relating to differential fertility arc available. 
The Society was enabled to extend its activities during his tenure 
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of office as the result of a considerable legacy, and was wisely 
guided by him in the difficult task of propaganda to which it has 
addressed itself. It was during his tenure of office, for example, 
that the Society became actively interested in sterilisation. In 
addition to various papers on eugenics, population and allied 
problems, he published two volumes on British budgets, a life 
of his father and a work called Mallei da Pan and the French 
Revolvtion; Mallet du Pan was Sir Bernard’s great-grandfather 
who was driven into exile during the French Revolution. 

Sir Bernard Mallet was a man of wide culture and remarkable 
charm ; his invariable courtesy and desire to help will always be 
remembered by those with whom he came in contact. His desire 
was to relate existing knowledge to practical problems, and in the 
last ten years of his life he used his admirable tact to further 
movements in fields where good judgment is tried to the utmost. 
His help, advice and experience did much to guide these move- 
ments into profitable channels, and his loss will be widely felt. 

A. M. Cabr-Saunders 
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With reference to the Note which appeared in the September 
number of the Journal, pp. 503-4, on Dr. Eisler’s Money Maze, 
Prof. Cannan state's that Dr. Eislcr has since written to him 
explaining that it Avas a mistake for which Dr. Eislcr himself was 
not responsible which led to the reprinting of an article by Sir J. 
Stamp as a pnifacci to the Money Maze and without a note saying 
that it had already been published and was not written for the 
book. 


Ihc Annual Conference of the Association of University 
Teachers of Economics will be held at Bristol during the week- 
end January 0-9, 1933. Particulars will be forwarded to members 
of the Association ('arly in December. Intending new members 
are invited to ai)ply to the lion. Secretary, Mr. Stanley Parris, 
University College, CardilT. 


The Fourth Annual INh'oting of the Canadian Political Seieaeo 
Association was held at Toronto May 1932. The Pai)crs and 
Proceedings arc published as Volume IV of the Association’s 
Transactions. The g(;neral topics discussed were Unern'ployment ; 
Current Problems of Political Science ; Currency Problems ; 
Transpmiaiion Problems. In addition, Round Tables met on 
Public Finance ; Combines and Public Policy ; Planned Economy ; 
The Party System in Canada. Hie ix'port of the Proceedings is 
in excellent form, and should }>rove of value, as a work of reference; 
to students of economics and })olitics in this country. 


The first issue of Econometrica, the Journal of the Econo- 
metric kSocicty, will a])i)ear in January 1933, under the Editorship 
of Profc'ssor Ragnar Frisch. The Econometric Society is an 
international Society for the advance o£ economic theory in its 
relation to statistics and mathematics, which has been recently 
founded with the collaboration of leading economists all over the 
world, largely through the energy of Professor Irving Fisher. 
The first issue will include, amongst many other articles, a con- 
tribution from Professor Schumpeter entitled “ The Common 
Sense of Econometrics.” 

We liopc that all members of the Royal Economic Society, 
w'ho are interested in the pure theory of the subject, will join 
this new Society and secure its Joimial. Inquiries should be 
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addressed to Mr. Alfred Cowles, Colorado Springs, Colorado, 
U.S.A., from whom all particulars can be obtained. 


Three further volumes have been issued in the London School 
of Economics Series of Keprints of Scarce Tracts in Economic and 
Political Science. They arc. No. 12. Co-ordination of the Laws of 
by Philip H. Wicksteed; No. 13. Wages and Capital, 
by F. W. Taussig, for which the author has kindly written a new 
preface, and No. 14. Tours in England and Wales (selected from 
the Annals of Agriculture), by Arthur Young. These volumes are 
being published at 5s., No. 12, and 7s. 6d. each Nos. 13 and 14, 
but they are available to members of the Royal Economic Society 
at a reduced price of 35. Gd., No. 12, and 5s. each Nos. 13 and 14. 



RECENT PERIODICALS AND NEW BOOKS 

Jourml of the Jloyal Statistical Society. 

Vol. XCV, Part III. Ixincashire and the hidian Market. A. R. 
Burnett-Hukst. Live-stock By-products and By- 2 )roduct Indus- 
tries. G. R. White. Recent Admnces in Mathematical Statistics. 
J. O. Irwin. The Independent Worker and the Small Family 
Business : a study of their imjmtance on Merseyside. H. J. H. 
Parker. 

Vol. XCV, Part IV. The Overseas Trade of the U nited Kingdom, 1924-31 . 
If. W. Macrosty. Indmlrial Profits in the Past Twenty Years. A 
new Index-Number. Sir J. C. Stamp. 

Economica. 

August, 1932. The Liquidity of Short-term Capital. F. Machlup. 
Marginal Productivity and the Lausanne School, if. Schultz and 
J. R. Hicks. The Diagrammatic Representation of Cost Conditions 
in International Trade. A. Lerner. Ikcasualisation of Dock 
Labour at the Port of Bristol. W. H. Whyte. 

The Ecoywmic Record. 

May, 1932. Economic Aspect of Empire Tariff Preference. H. R. 
Rodwell. Farm Overhead Charges in New Zealand. I. W. 
Weston. The Unemployment Problem in Germany. E. R. 
Walker. Bidk Ilandluig of Wheat in Australia. F. S. Alford. 
The Transport Situation in New Zealand. H. B. Smith. Age Dis- 
tribution of Australian Population. H. J. Exley. The New 
Zealand Economic Problem. A. G. B. Fisher and D. B. Copland. 

Journal of Proceedings of the Agricultural Economics Society. 

Vol. II, No. 1 . The Adjustment of Agriculture to Industrial Rationalisa- 
tion. 1). H. Macgregor. a Farmers Interpretation of Agri- 
cultural Accounts. W. G. Coates. Some Aspects of Meat Dis- 
tribution and Consumption. Arthur Jones. A Contribution to 
the Study of Occupational and Residential Mobility in the Cotswolds, 
1921-31. M. A. Abrams. 

Vol. II, No. 2. The Government and Agricultwral Marketing. F. J. 
Prewett. The Political Economy of Agriculture. Joseph Dun- 
can. Some Aspects of Demand and Consumption in Relation to 
Marketing Studies. R. B. Forrester. The Position of the Sheep 
Enterprise. A. G. Ruston. 

Quarterly Journal of Economics. 

August. 1932. The Theory of International Values. F. D. Graham. 
Suggestions from Workers : Schemes and Problems. Z. C. Dickin- 
son. The North Atlantic Port Differentials. R. W. Harbeson. 
Studies in Demand: Milk and Butter. K. W. Gilboy. Un- 
employment and Consumption: the MercanUlist View. E. A. J. 
Johnson. 
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Harvard Review of Economic Statistics, 

August, 1932. QM Production and Consumption, J. Kitchin. 
The Harvard Index^ 1919-31. C. J. Bullock and W. L. Crum. 
General Economic Conditions: Indexes and Selected Statistical 
Data, (Editorial.) Review of the Second Qmrter of the Year, 

American Economic Review, 

Settember, 1932. Control of the Capital Market . R. Weiden- 
HAMMER. Plight of Foreign Trade. W. A. Sollohub. Wisconsin 
Unemployment Compensation Act. E. K. Muj^jtz. Correctives of 
the Exchanges. J. D. Magee. Providing Homes for the People. 
J. P. Murchison. International Labor Organisation, C. J. 
Ratzlaff. a Fundamental Error in Keynes' “ Treatise on 
Money.'* A. H. Hansen. 


Journal of Political Economy. 

August, 1932. The Newer Economics and the Control of Econcnnic 
Activity. F. H. Knight. The Relation between the Velocity of 
Circulation of Money and the “ Velocity of Circidation of Goods ” 
(contd.) A. W. Marget. Time and Capitalistic Production. E. 
Theiss. Consumption and Unemployment. D. W. Douglas. 

Journal of Economic and Business History. 

August, 1932. Tre^ids in American Business Biography. K. W. 
Porter. The Business of Art. G. A. Beneker. The Inter- 
national Steam Pump Company. M. J. Fields. The Wedgwoods : 
ten Generations of Potters, R. M. Howejl E7}gland m the Age of 
Mercantilism. E, Lipson. The Sticdy of Mediceval Economic 
History in Italy, G. Luzzato. Foreign Commerce of Ptolemaic 
Egypt. M. Rostovtzeff. 

(Supplement.) West Riding Trade Protective Association. II. 
Heaton. The Rise and Early Development of the Industrial Con- 
sciousness of the U.S.A., 1760-1830. S. ReznEk. Commercial 
Relations between Na7ites and the American Colonies. G. Martin. 
The Rope Factory and Hemp Trade of Venice in the Fifteenth aiid 
Sixteenth CeMuries, F. C. Lane. Wholesale Prices at Charleston^ 
1796-1861. G. R. Taylor. 

Annals of the American Academy of Political and Social Science. 

July, 1932, National and World Phmiiing. (Ca7i Capitalism Pla7i ? 
Illustrations of Plans. Methods of Planning. Plan7ilng ayainst 
Unemployment by Public Works.) By various authors. 

September, 1932. Prohibition : a National Experiment. (Historical 
and Comparative Studies of the Liquor Question.) By various 
authors. 

Wheat Studies. 

(Food Research Institute, Stanford.) 

September, 1932. Survey of the Wheat Situation, April to July, 1932. 
The coining crop year now promises to bo another of burdensome 
wheat surplus and very easy internationaj position. Conditions 
now app(^ar unfavourable to substantial, sustained advances in 
world wheat prices. 
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International Labour Review, 

July, 1932. Albert Thomas, H. B. Butler. Under-consumption as 
a Factor in the. Economic Cycle, M. Ansiaux. The Organisation 
of Public Works ami other Measures for the Relief of Unemployment 
in Sweden, E. G. Huss. The Standard Working Week in Australia, 
0. DE R. Foenander. 

Aucust, 1932. World Economic Reconstruction, P. W. Martin. 

September, 1932. An International Enquiry into Living Costs. H. 
Staehle. The Standard Working Week in Australia {coydd.). 
O. DE R. Foenander. The Collectivisation of Agriculture in the 
U.S.S.R. 

October, 1932. An Attempt to construct International Measures of 
Employment, J. Lindbero. The Status of Professional Workers 
in the Chemical Industry, M.-T. Nisot. Vocational Guulance in 
Australia in 1932. G. R. Giles. The Participation of Employers 
and Workers in IrUernational Economic Activities. 

Kyoto University Economic Review, 

July, 1932. State Monopoly as a Method of Taxing Consumption, M. 
Kambe. hicome Tax Rates in Japan, S. SiiioMi. From the Toku- 
gawa Period to the Meiji Restoration, E. Honjo. An Examina- 
iioyi of CasseVs Qmmtity Theory of Money, K. Shibata. A 
Study of the (Jost of Rice Production. Y. Yagt. Genvral Teyuiency 
to promote the Elimi nation of Merchants. K. Taniguchi. Macht 
und Wirtschaft, Y. Takata. 

Index (Stockholm). 

August, 1932. The World's Staples. XV. Tin. P. Hovig. 

September, 1932. Swedeyds Moyietary Policy, B. Oiiltn. 

October, 1932. Genera in Retrospect. Sir A. Salter. 

Skandinaviska Kreditaktiebolaget, 

October, 1932. A Contributioyi to Characterisation of the Crisis. G. 
Gassel. 

Indian Joxmial of Kconoynics. 

July, 1932. The Stabilisation of Silver. B. R. Rau. The Power of 
Banks to create Capital for Industry. S. R. Rose. Recetd Changes 
in Commercial Banking Practice, S. K. Rasu. 

Rcviie d'tlconmnie Politique. 

May-June, 1932. La France Rcoyioyyiique : Annuaire pour 1931. 
Finances y Production, Convynerce ct Trayisqwrts, Questioyis Sociales, 
Population, Prix. C. Rist and others. 

July-August, 1932. Une iheorie positive du salaire. G. Pirou. 
Rdflcxions sur les crises. R. Wolfe. Ueconoyyue niatheynatique 
d'apres Vccuvre comparde de ses representayds Its jdus ty piques : A. 
Cournot, L. WalrtSLS, V . Panto. F. Rompairk. Essai d'une classi- 
fication iconomique des cidrcprises. G. Lasserre. Le machinisme 
et Vagriculture frayi^aise, C. Herisson. 
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Journal dea SconomiMes, 

Jui.Y, 1932. Le Malaise konomique mondial, M. Carsow. UIndvs- 
trie sidkurgique, R. J. Pierre. 

October, 1932. Une pdriode de conversions, F. Pa yen. La Crise 
dconomique en France, M. Garson. Le Canada, R. J. Pierre. 

Revue de Ulnstiiut de Sociologie, 

July, 1932. Le probleme de la ihdorie des crises, A. Labriola. 

SchmoUers Jahrbuck, 

June, 1932. Politik und Weltkrise, II. voN Bbckbrath. Zur Lage 
der Sougetwirtschaft, P. Berkenkopf. Das Verteilungs- und 
Kostenproblem in einer vertrusleten Industrie, E. Schneider. 
Die Anschauung von Volk und Stoat in Friedrich Lists Jugend- 
schriften, W. Von Sonntag. Die Hochschuhtatistik, P. Flas- 
KAMPER. Der proletarische Sozialismus von Werner SomJbart, W. 
ZiMMERMANN. 

August, 1932. Bemerkungen zum Problem der proletarischen Fiihrer- 
kontrolle in der bolschewistischen Staatswirtschaft. W. Kocir. Das 
Goltz'sche Oesetz. F. Oppbnhbimeb and P. Quante. Die 
Anfdnge der englischen Zentralvertvaltung, M. Weinbaum. 

Zeitschrifi Jilr Nationa-lokonomie, 

July, 1932. Der gegenwdrtige Stand der reinen Theorie der Finanz- 
wissenschaft in lialien. I. Teil. M. Fasiani. Ertragswert und 
Kostenwert, W. Vleuoels. Der Behavior ismus, F. Sander. 

Jahrbucher filr Nationalokonomie uml Statistik, 

July, 1932. Die Leibeigenschaft in Russia, nd und die Agrarverfassung 
Preussens im 18 Jahrhundert. J. Kulischer. Das Kredilpolitik 
des Reiches nach 1924, J. Jessen. 

August, 1932. Der hiterventionismus als Ursacheder Wirlschajtskrise. 
0. Conrad. Die rne.thodisrhen Grundlage der Lohntheorie, S. 
Wendt. Die mathematische Methode und die dsterreichische Schule 
der Volkswirtschaftslehre. O. Weinberger. 

September, 1932. Verbrauch und Krise. W. Heller. 

October, 1932. Der Begriff Sozialpolitik, F. Lutge. Die Fort- 
bildung der wirtschafllichcn Genusslehre. C. Riedbnauer. 

Zeitschrift fiir die gesamte Staatswissenschaft. 

August, 1932. Verfassungsrecht und Sozialversicherung, R. A. 
M/:tall. Keynes' Oeldlehre, B. Joseph y. 

October, 1932. Frankfurts Wirtschaftsleben im Mittelalter, F. 
Bothe. Ziur Problemaiik der Agrarkrisen, K. Ritter. Wirt- 
schaftsliche lleimatkunde in Wissenschaft und Unterricht, J. 
Jastrow. 

Vierteljahrshefte zur Konjunkturforschung, 

Sonderheft 28. Verbrauchereinhmmen und Landivirtschaft, F. 
Baade. Einkommen und Fleischverbrauch, W. Bauer. 

Sonderheft 29. Stand und Ursachen der Arbeitslosigkeit in Deutsch- 
land, A. Reithinger. 
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Archiv fiir Sozialwissenschajt und Sozialpolitik, 

August, 1932. Probleme der ddnischen WdhrungspolitiL C. Iversen. 
Zm Rundfrage iiber “ Stthstanzverluste” J. Marschak and H. 
Neisser. Die Natilrlichen Ursachen der WirtscJiaflsgeschichte. 
K. A. Wittfogel. 

October, 1932. Bevolkerungsdrttck in Osiasien, A. Reichwein. 
Kartelle under dem Druck der Krise. J. Dobretsberger. Erfolgs- 
normen und Erfolgsgesetze, G. Ich-Heiser. 

WeltwirtscMf niches A rchiv. 

October, 1932. Staatliche Strukturwandlungen und die Krishs des 
Kapitalismus. W. Eucken. In old countries, the crisis is not 
due to economic causes, hut to changes in home and foreign 
political structure, esi)ccially to the increasing influence of the 
masses. This has prevented the post-war restoration of peace 
conditions. Political influence on the price system has impeded 
the economic management, and the conditions of the peace treaties 
have been an unhavourable influence. In newer countries like 
Russia, the State has been the instrument of the advance of 
capitalism. Zur iheoretischen Analyse der Weliwirtschaftskrisis. 

G. DEL Vecciiio. Tlie crisis gives new problems to theory, but 
confirms the view that crises are the results of economic progress 
in a capitalist system. The international phenomena which 
j)rcceded the crisis of tlie Pound show that the traditional schema 
of crises is applicable under recent conditions. The Doctrine of 
(^mnparaiive Costs. J. Viner. An account of the origin and 
development of the doctrine of comparative costs. It distinguishes 
between the doctrine as an explanation of the phenomena of inter- 
national specialisation and the doctrine as laying down a rule of 
conduct in commercial policy. The criticisms of the doctrine 
made by Cournot, Sidgwick, Pareto, Graham and others are 
examined, and the (piestion of its dependence on a real (u)st theory 
of value is discu ssed . An attempt is made t o show how t he d octrino 
can be reformulated so as to make provision for varying costs, 
dilTerences of wages in dilTerent occupations, trade between more 
than two countries and in more than two commodities, tr.ans- 
])ortation costs, and the use of other factors of production than 
labour. Lohnfwhc und BeMhdfligungsgrad im MnrktgleichgfAvic/it . 

H. Neisser. The question is raised whether in a given position of 
factors of production, by simple adjustment within a stationary 
economy, full employment of the factors can be assured ; csx)ecially 
whether, with a given condition of capital, unemployment can be 
met by suflicient fall in wages. The prevailing view, which gives 
an afiirmative answer, is incorrect. The classical views, and tliose 
of Cassel, are discussed. Die Industrialisierung Russhmds. A. 
Prkdohl. The conditions have for some time been favourable, 
the chief problem being the capacity of the nuxrket. Apart from 
economic frictions in development, the expansion has acquired a 
wider range than the Russian market, but w'orld prices have been 
against tlie exporters. The capacity of the people sets a limit to 
the advantages to be otherwise got from higher organisation and 
lower costs. The Russian experiment had begun to develop in a 
low’^er degree in the West, but has special reference to the expansion 
of the East. Gruppenautarkie und Freihandel im siidosteuro- 

Y Y 2 
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pdischen Baum. C. BrinkMann. Der Buf nach Autarkie in der 
deutschen politischen Gegemmrtsideologie. E. Hoffmann. Die 
Theorie der KapiUilJlucht. ¥. Maciilup. Only liquid capital can 
be the subject of flight into other countries. Tlierc are therefore 
natural limits, which are examined as a problem of collecting. 
Without central bank credits the flight of capital can cause 
scarcity on capital markets, enforced exports, failures of debtors 
and banks, but not a lack of foreign exchange. A detailed study 
of the possibilities of collecting shows that the extent of flight of 
capital is mostly over-estimated and also that the usual defensive 
policy is wrong. 

Busslands ZaJdungsbUanz mul Zahlungsverkelir mil dem Amland. E. M. 
Shenkman. The basic tendencies in the development of Russia’s 
foreign trade. Social and economic 1 i mits to the growth o f exports. 
The influence of the revolutionary changes in economic life upon 
the trend of foreign trade. Inevitability of a trade deficit. The 
structure of Russia’s balance of payment during the period 1021:- 
31 , and the part played by foreign credits in making good the trade 
deficit. 

De Economic. 

June, 1932. De beirehkingen lu^^sche7i Ooml- en Zilverwereld. W. J. L. 
Van Es. The writer discusses the recent history of variations in 
the value of gold and silver and the relations between the “ gold- 
world ” and the “ silver- world.” By a kind of o])tical illusion, 
each country is apt to consider its own standard as fixed and others 
as variable. Wo tend, for various reasons, to under-estimate the 
importance of the “ silver-world.” Figures and statistics are 
cited to prove the st<M(liness of prices in China after 1926. “ Cold 

has thus been an entirely unreliable measure of value, while silver 
for the silver-world has shown great steadiness of value.” Ilio 
cause of the greater steadiness of silver in silver countrii^s, compared 
to that of gold in gold countries, is to be found in the fact that the 
constant extension of the gold-standard since, 1850 and the 
economic development of the gi)Id-worl(l were much stronger than 
the yiroduction of gold, so that resort had to be made to credit 
extensions; whereas the increased produclion of silvw could 
easily be absorbed, apart from silver coinage in gold countries, by, 
e.g.y tlte silver and chemical industries and the needs of the silver 
world. The article underlines the competition to which gold 
countries arc exposed from tlie side of silver countries. TJiero is 
little hope of recovery of the gold-world unless gold returns to the 
val ue of 1 929. The possibility of a standard based oi i raw materia I s 
and of a “ managed currency ” is discussed. It is not silver but 
gold that requires to bo stabilised. EconomMie nood-poUtiek tot 
Vermeer dering van koopkrachl. Erijle Vervikks. In continuation 
of an article in the April number practical conclusions are drawn 
as to the measures to bo taken in periods of depression. All such 
measures are directed to the increase of purchasing power. In the 
last instance (see previous article) the only means of increasing 
purchasing power is to increase production. Where new pro- 
duction is aimed at, (i) it must not be in a field where there is 
already over-production; (ii) there must be a demand for the 
new products ; (iii) the cost of production must bo such that the 
product will come within as wide a circle of purchasers as possible. 
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Measures taken may be either direct or indirect. Under direct 
measures come (a) premiums on production, and (6) public works. 
IVemiums on production arc always anti-economic. They are 
generally given where there is already over-production, an(i may 
result not in increased purchasing power, but in transfer of ])ur- 
cliasing power from the taxpayer to the producer. Policy with 
regard to public works is also discussed. Under indirect methods 
come various forms of credit extCMisions. “ Premiums on ])ro- 
duction have necessarily reference to industries with over- 
production ; investment ]K)licy, on the contrary, has always 
reference to industries where remunerative op])ortiinities of work 
and production arc possible. 'Che former are thus essentially 
premiums on over-production ; investment poli(;y directly attacks 
over-production, since over-product ion in one field (ian only be got 
rid of by purchasing power which arises from production in another 
fi(dd. So that ])rcmiums attack purchasing ])ower and intensify 
the depression; investment policy, on the other luind, increases 
})urchasing power and mitigates the depression.” In conclusion, 
the question of the level of wages is discussed. 

July Aikjust, 1032. J)e Wet dcr verrmnderende meeropbrengsten ten 
opzichta van hot Kapilaal /. R. Van GENEcmxExV. “ Two kinds 
of technical improvements must be distinguished. The first and 
most interesting are those which lead to the result that labour, 
whether by shorter or longer roundabout methods of production, is 
ap])lied with considerably greater results. The a])])lication of 
these inventions, wliieh are rare, raises the whole economic life to 
a higher level. The second kind of discoveries, wiiich consist in 
a better control of a natural force which man already has in his 
])ow'or . . . only yields diminishing returns, except when this 
better control leads to a larger application of the natural forces, 
whereby the series of diminishing returns may be changed at a 
stroke to a higher level, whereupon there is Jigain a retui ti to a new 
series of diminishing ret urns.” J)e Kojfievalorisatics : (ksehiedeniH 
en llesultatcn. Tn. V.vn Luytelaek and J. TLNUEmiEN, A his- 
tory of the rcstrictio'is on the sup])ly of coffee and of ])rice control 
during the last twenty-five years. Het }\ihl'ehVra(i(jfitnl\ (J. A. 
Verkun Stuakt. a roinmission was apfioinfed in April 1029, by 
the Ministers of Finance and of the (lohmies, to consider the 
cx])ediency of replacing silver by nickel coins in the currency of 
Holland and of t he Dutch possessions. The Commission, following 
the hnaiicial crisis of h)e})tember last year, dissolved witliout 
re])()rting. Professor Verrijn Htuart, a member of the Commission, 
explains the situation, and publishes Avhat he hail written as a 
minority report in favour of replacing silver by nickel coins. 

Giornale degJi Kconomisli. 

June, 1932. Contribuio alio studio dcgli effetti delVimposUi generale 
sul reddito. R. FrniNi. A continuation of tin; article in the May 
number of the Giornale dealing with the etfects of a general tax on 
income. The writer is concerned chiefly wit h the disputed problem 
of the double taxation of saving^ with the (piestion whether the 
imposition of a general (proportional) income tax would lead to a 
rise in the general level of prices, and with the effect of such a tax 
on particular prices. I consorzi indusinali in Itaha. G. Peja. A 
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theoretical article on the causes and characteristics of the combina- 
tion movement in Italy. Le modernity delle dottrine del Romagnosi 
in politka economica. A. G. Canina. 

July, 1932. Jm rivoluzione dei prezzi a Milano nel xvi e xvii secolo. A. 
Fanfami. The writer gives tables showing the movement of prices 
in Milan from approximately 1500 to 1629 of the following articles : 
hay, wheat-straw, meat, fish and candles. While these prices 
showed marked fluctuations in the first half of the sixteenth 
century, they all rose rapidly between 1550 and the end of the 
century — ^for reasons that can only be explained by monetary 
causes, i.e. by the increase in the supply of silver. Appunti sul 
“ cofiio monetario delVuomo.^' T. Zerbi. A criticism of a recent 
work by G. Ketra and G. Ferrari entitled 11 cosio monetario del- 
Vuoino, in which the attempt was made to compute the money costs 
of production of a “ man.” I fomimmnti della economia cor- 
porativa. G. Brugutkr. A ciitical analysis of some recent 
writings of XT. Spirito in which the latter attacks the prevailing 
systems of economics and demands their rej)lacement by a new 
system of corporative economics. II secondo convegno di sludi 
sindacali e corporativi. G. Bassani. 

August, 1932. Un nuovo irattato di politica economica intcrnaziomile. 
Un Lettore Qualunque. a long review article commenting «)n 
the recent work by Professor V. Porri, Corso di politka economics 
internazionah. The writer of the article commends the book for 
its high standard as an a(;ademic treatise but criticises it, along 
with all other similar economic works, on the ground that it is too 
abstract and docs not make enough use of what the Americans 
term the “ institutional ” approach. I debiii delVagricoltura. 
N. Mazzocciii-Alemanni. LklaaticUd della domanda e la tras- 
lazione delVimposta in regime di mono'polio. Professor L. Rossi, 
using simple algebraic equations, lays down the following pro- 
positions : (a) a specific tax on a monopoly will be shifted to a 
greater degree the less is the elasticity of demand ; (h) the shifting 
of an ad valorem tax is independent of the elasticity of demand ; 
(c) the tax will be shifted to a less degree wliere costs arc increasing 
than where they are decreasing. 

September, 1932. Due e^j^erienze monetarie. L. Federici. An 
account, illustrated by a number of statistical tables, of monetary 
changes and policy in England and the United States since 
September 1931. Osservazioni sulla teoria delle diyuemioni 
economiche. G. H. Bousquet. The translation from French of 
part of a forthcoming work by the writer, entitled Imititutes de 
science honomiqne. Formazione e investimento del risparmio. B. 
G lovENALE. A brief discussion of recent literature concerned with 
the relation between saving and investment. Diriito fiminziario 
e diritto tributario in ttalia. G. G. Donvito. 

La Riforma Sociale. 

September-October, 1932. Schemi teorici ed “ exponibilia ” 
Jinanziari. M. Fasiani. 11 fovdo per la stabilizzazione della 
sterlina. Professor A. Cabiati discusses the nature and modus 
operandi of the Exchange Equalisation Fund. He concludes : 
“ the stabilisation point of the English currency does not depend 
on the situation of England alone, but depends on that of the 
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whole world, including those countries which in their turn will 
stabilise their own money, having abandoned the gold standard 
by legislative action or as a matter of fact. The English position 
depends further upon the commercial policy which will be adopted 
by the United Kingdom. It is the wisdom of these future measures 
and not the existence of the ‘ Fund * which will determine whether 
this is the last penalty which the English will pay for the monetary 
and financial errors which were initiated in 1925.’* Aspeiti della 
crisi amtraliana. M. Salvadori. I concimi azotati in Italia e la 
difem del prodotio nazionale. A. ni Staso. Barduture della crisi. 
Professor L. Einaudt inveighs against the rigidity of large- 
scale undertakings and the mistaken measures adopted by Govern- 
ments and great industrial associations to escape from the effects 
of a crisis which can only be intensified by building up artificial 
restrictions. He pins his faith to the elasticity and flexibility of 
the small man working himself with his family and adjusting his 
expenditure to his income and his activities to the real facts of the 
situation. The way out of the crisis will not come from any deus 
ex machina from outside, such as a revival of trade in the United 
States, but from the efforts and enter[)rise within a country of 
individual employers who are the engineers of their own prosperity. 

There is appended to this number of La Ri forma Sociale a 
complete bibliograjihy of the works of Professor A. Loria. 


NEW BOOKS 

British. 

Ashley (A.). William James Ashley: a Life, by his daughte^r 
Anne Ashley, with a chapter by J. H. Muirhead. P. S. King. Si''. 
Pp. 176. ni Gd. 

Bailey (S. H.). The Framework of International Society. Long- 
mans, Green. Oi". Pp. 92. 2s. 

Benham (F.). British Monetary Policy. P. S. King. 7". Pp. 
116. 5s. 

“ British Indian.” Finance and Commerce in Federal India. 
Oxford University Press. 7^". Pp. 171. 5s. 

Cassidy (H. M.). Unemployment and Relief in Ontario : a survey 
and report under the auspices of the Unemployment Research Com- 
mittee of Ontario. Toronto : J. M. Dent. 9". Pp. xiii -|- 290. 

Clark (Colin). The National Income, 1924 31. Macmillan. Si". 
Pp. 167. a?. Gd. 

Cole (G. D. H.). The Intelligent Man’s Guide through World 
Chaos. V. Gollancz. Pp. 680. 5s. 

Dickinson (H. D.). Institutional Revenue : a study of the 
influence of social institutions on the distribution of wealth. Williams 
and Norgate. 8^". Pp. 264. 105. Gd. 

Dowdell (E. G.). A Hundred Years of Quarter Sessions : the 
government of Middlesex from 1660 to 1760. Cambridge University 
ftess. 9". Pp. Ixxv -f 215. 155. 
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Einzig (P.). Montagu Norman : a study in financial statesmanship. 
Kegan Paul. Pp. 255. 10^. i\d. 

Ginsberg (M.J. Studies in Sociology. Methuen. 7J". Pp. 211. 

65 . 

Hamilton (Henry). Tlie Industrial Revolution in Scotland. 
Clarendon Press. 8|''. Pp. 300. 15s. 

Hawtrey (R. G.). The Art of Central Banking. Longmans, 
Green. 8J". Pp. 464. 18s. 

Hicks (J. R.). The Theory of Wages. Macmillan. 8J". Pp. 
247. 8^. M. 

Hiskett (W. R.). The Tyranny of Gold. Williams and Norgate. 
1\\ Pp. 108. 2s. 6d^. 

Hobson (J. A.). From Capitalism to Socialism. Hogarth Press. 
7f'. Pp. 53. Is. U. 

Hod(LSON (R. a.). An Introduction to International Trade and 
Tariffs. Pitman. 8^". Pp. 191. 6s. 

Hunt (W.). Man and Wealth : a first handbook of economics. 
Christophers. 7^". Pp. 145. 2s. (id. 

Kiscfi (Sir C. H.). The Portuguese Bank Note ('ase : the story 
and solution of a financial perplexity. Macmillan. HJ". Pp. 284. 
10s. ikl. 

Lawton (L.). An Economic History of Soviet Russia. Mac- 
millan. 81". 2 vols. 25s. 

Lief.uann (R.). Cartels, Concerns, and Trusts. English edition, 
with Introduction by D. H. Maegregor. Methuen. Pp. 380. 21s. 

McDougall (W.). World Chaos the Responsibility of Science. 
Kegan Paul. ly'. Pp. 119. 3s. (k/. 

Me(;raii (M.). The Banker’s (Customer. Butterworth. 8J". 
Pp. 20(). 7s. 6d. 

Mo(}i (S.). Otto von Gierke : hi.s politkual teacliing and juris- 
prudence. P. S. King. 8i". Pp. 291. 15s. 

Neal (L. E.). Retailing and the Publie. Allen and Unwin. 
71". Pp. 191. 7s. Od. 

Smith (H. A.) (Ed.). Great Britain and the Law of Nations : a 
selection of documents illustrating the views of the Government in tlie 
United Kingdom upon matters of international law. Vol. 1. Statc.s. 
P. S. King. SJ". Pp. 416. 16s. 

Spaljhng (W. F.). Foreign Exchange and Foreign Bills in Theory 
and Practice. 8th cd. Pitman. 8j". Pp. 339. 7s. 6d. 

Tuurnwald (R.). Economics in Primitive Communities. Oxford 
University Press. 8^". Pp. 314. 25s. 

Webb (S. and B.). Methods of Social Study. Longmans, Green, 
sr. Pp. 263. 8s. 6d. 

Westeroaard (H.). Contributions to the History of Statistics. 
P. S. King. 8i". Pp. 280. 12s. 6d. 

Young (Arthur). Tours in England and Wales (selected from the 
Annals of Agriculture). London School of Economics scries of 
reprints of scarce tracts, No. 14. 8J". Pp. 330. 
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American. 

Brookings (R. S.). Tlie Way Forward. New York : Macmillan. 
Pp. 97. 

Chase (S.). A New Deal. New York : Macmillan. Pn. 258. 
105. 

COLCORD (J. C.), Koplovitz (W. C.) and Kurtz (R. H.). Emer- 
gency Work Relief, as carried out in twenty-six American (’immunities, 
1930-31, with suggestions for setting up a program. New York; 
Russell Sage Foundation. 9". Pp. 286. $1-60. 

Dennis (L.). Is Capitalism doomed ? N(nv York and London : 
Harper and Bros. 9^". Pp. 328. 

Hardy (C. ().). Credit Policies of the Federal Reserve System. 
Washington, D.C. : Brookings Institution. S". Pp. 374. $2.50. 

Hogg (M. H.). The Incidence of Woik Shortage. Report of a 
survey by sample of families made in New Haven, Connecticut, in 
May-June 1932. New York : Russell »Sagc Foundation. 9". Pp. 
127. $2.50. 

Kuczynskt (R. R.). Bankers’ Profits from German Loans. 
Washington : Brookings Institution. 8". Pp. 228. 

Nkrlove (S. H.). a Decade of Cor])oratc Incomes, 1920 29. 
Chicago (London, Cambridge University Press). 9". Pp. 76. 55. 6d. 

Smith (J. G.) (Fd.). Facing the Facts : an economic diagnosis by 
E. W. Kemmerer, H. L. Lutz, F. W. Fetter, C. R. Whittlesley, S. E. 
Howard, J. (k Smith, F. xV. Fetter, L. T. Fournier, F. H. Dixon, J. D. 
Brown, A. M. Mclsaae, D. A. Mc("abc. New York: Putnams. 

Pp. 372. S3, 

TAus.stG (F. W. ) and Joslyn (C. S.). American Business Leaders : 
a study in social origins and social stratification. New York and 
London : Mjicmillan. 8V'. Pp. 319. 185. 

Wright (Q.) (Ed.). Gold and Monetary Stabilisation. [Lectures 
on the Harris Foundjition 1932.) By J. \ iner, G. Haberler, H. P. 
Willis, L. D. Edie, J. 11. Williams, (.’hicago : University Press 
(London: (’ambridge University Press). 7J". Pp. 174. Il5. 

French. 

Dechksne (L.). Histoire ^conoinifpie et soeialc de la Belgique. 
Paris : R. Sircy. 10". Pp. 525. 50 /r. 

Faa J)I Bruno (G.). Quelques aspe(4s du doveloppemcnt (5cono- 
inique dc la Sardaigne sous le regime fasciste. Paris : R. Sirey. 
10". Pp. 365. 50 /r. 

Navaciiine (D.). La crise ct FEurope eeonomique. T. Les faits. 
1 1. iSchanges, production et banques. Paris : F. Alcan. 9J". 2 voJs. 
Vol. 1, 30/r. Vol. 11,25 /r. 


German. 

BraeutioaM (H.). Wirtschaftssystem des Nationalsozialismus. 
Berlin: Carl Heymanns Verlag. SJ". Pp. 97. 

Bolza (H.). Die Wirtscliaftskrisc. Berlin ; E. S. Mittlcr. 10". 

Pp. 74. 
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Eulenburg (F.). Grossraumwirtschaft und Autarkie. Jena : 
G. Fischer. 9 J*'. Pp. 74. 2 m. 

Hoffmann (A.). Wirtschaftslehre dor kaufmannischen Unter- 
nehmung. Betriebswirtschaftslehre. Leipzig : Hans Buske. 94*'. 
Pp. 812. 16-50 m, 

Jasny (N.). Der Sehlepper in der Landwirtsohaft, seine Wirt- 
schaftlichkeit iind weltwirtschaftliche Bedeutung. Berlin : Paul 
Parey. 10". Pp. 154. 

Luther (H.). Wirtschaftsfragen der Gegenwart. Jena : G. 
Fischer. 9J". Pp. 76. 2 m, 

Rittershausen (H.) Das andere System. Ein Wirtschafts- und 
Finanzvorschlag in vier Gesetzentwurfen. Berlin : Georg Stilke. 
Pp. 135. 

SoMARY (Felix). Krisenwcnde? Berlin: S. Fischer. 8". Pp. 
58. 

Tlsmer (A.). Grcnzen der Diskontpolitik. Leipzig : Duncker 
und Humblot. Pp. 160. 8 m. 

ZwEio (F.). Die vier Systcme der Nationalokonomic. Univer- 
salismus — Nationalismus — Lil)eralismus — Sozialismus. Berlin : Carl 
Heymanns Verlag. 9" ? Pp. 147. 

Italian. 

Carli (F.). Studi di storia delle dottrine economicho. Padova : 

C. E.D.A.M, 10". Pp. 147. 17 lire. 

Crosara (A. A.). Numcro di venditori indcpcndenti e prezzo. 
Padua. 9". Pp. 25. 4 lire. 

Crosara (A. A.). Smercio e prezzo. Libro I. Padua. 9". 
Pp. 92. 22 lire. 

Da Empolo (A.) Note sulla tassazione del risparmio. Messina : 

D. Anna. Pp. 30. 5 lire. 

Del Vecchio (G.). Cronaclie della lira in pace e in gucrra. JMilan : 
Treves-Treccani-Tumminelli. 8". Pp. 515. 30 lire. 

Fanfani (A.). Le origini dcllo spirito capitalistico in TtJilia. 
Milan : Soc. Editrice “ Vita e Pensiero.” 10". Pp. 179. 

Fossati (K.) P^conomisti ungheresi e economisti italiani. 
Padua : C.E.D.A.M. Pp. 65. 15 lire. 

P'uBiNi (R.) Del concetto di imposta generalc sul reddito. 
Citta di Gastello : Leonardo. 

Gangemt (L.). Svolgimento del pensicro cconomico I. Dalle 
origini alia scuola classica. Milan ; Treves-Treccani-Tumminelli. 
8". 1^.357. 2i)lire. 

Griziotti (B.). Elemcnti di scienza delle finanze ad uso delle 
scuolc. Florence : Bemporad & P'iglio. 8". Pp. 255. 13.50 lire. 

Nina (L.). Le finanze pontificie nel medioevo. Parte III, Quadro 
dei tributi temx)orali. Milan : Treves-Treccani-Tumminelli. 8". Pp. 
320. 20 lire. 

PoRRi (V.). Principii di scienza economica I. Turin: Giappi- 
chelli. 10". Pp. 382. 35 lire. 
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PuoLiBSE (M.). Livfinanza e i suoi compiti extra-fiscali negli stati 
moderni. Padua : C.E.D.A.M. lO"'. Pp. 259. 32 lire, 

Ricca-Salbrno (P.) La finanza come problcma di scicnza. 
Messina : Grafiche. Pp. 85. 


Official. 

Lbaqub of Nations. 

Review of World Production, 1025-31. London; Allen and 
Unwin. lOJ". Pp. 159. 5^. 

United Kingdom. 

An Industrial iSurvey of the Lancashire Area (excluding 
Merseyside) made for the Board of Trade by the University of 
Manchester. H.M.vS.O. 9.^^. Pp. 380. 6.9. 

An Industrial Survey of the North-East Coast Area made for 
the Board of Trade by Armstrong College, Newcastlc-iipon-Tyiie. 
H.M.S.O. Pp. 505. Is.M. 

Committee of Enquiry on the Post OHlce 1932 Report. 
H.M.S.O. Cmd.4149. 9r. Pp. 42. Of 

Economic Advisory Council. Committee on new industrial 
develojiment. Report. H.M.S.O. 9^*'. Pp. 29. 6d. 

India. 

Poverty and Kindred Economic Problems in India, By G, 
Findlay Shirras. Calcutta. 9J''. Pp. 57. !«. 

Review of the Trade of India, 1931-32. Calcutta. 9J'. Pp* 
299. 55.3d. 
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